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' ASSEMBLYWOMAN MAUREEN B. OGDEN (Chairwoman): We would

",llke ‘to get started at this time. I&n”Assemblywoman,naureennf

'Ogden, Chairwoman of the Assembly Energy and NaturallResourcesA
Committee. Obviously, I'm the only one here at this point. We
do have other members of this Committee. I know that one is in
China, and obviously won't be here. I'm hopefulvthat'someibf
the other members will be here for part of the hearlng ‘
‘ I know there are '‘a lot of you who have 51gned up ‘to
speak who have told me that you have deadlines — you need to -
speak by 11 o'clock or by noontime. ‘We'd like to honor that
_request to the extent that we are able to. I should say that:
" this is a public hearlng and a verbatlm recordlng will be taken
of all the people who speak. In addition, anyone who ‘has to
leave, if you would iike to submlt your . statement in vmltlng
or-— How long will the hearlng be held open for anyone who

" doesn't hi e a wrltteﬂ’statement7

MR CANTOR (Committee Alde) For as long as we want.
& ASSEMBLYWOMAN OGDEN: We can certainly ‘hold it open
afterwards for 10 day i, or whatever suits everyone's schedule,

for those who == I think 10 days 1is appropriate -—-— have to

leave and are not abte to 1eave a wrltten statement; also for -

‘anyone who wisnes w0 ¢ .ve an oral statement; and also for those
who, after hearing some of the comments today, wish to send a
“written statement. As I say, we will keep it open. '

~All of these statements should be sent to Raymond
‘Cantor, who is sitting to my left here, who is the Leglslatlve:
Aide to the Committee. For those of you who ‘may be attendlng
. ‘YOur first 'hearinc we have a list here of people who have'
- written to us and asked that they be permltted to speak
What I shall do in runnlng this hearlng is go first to
the written reguests to speak —— taking those who are either
‘government officials Ui elected officials —- ‘and then for
- anyone else who wishes to speak, if you want to come up at anY'
‘time and give your name, we will certainly be glad to have it,'



»>of'youhcan‘sign“upaoVer{there. ﬁor,“when wefve'finished“with
those who haVelrequested to be heard, I'll certainly ask if
there is anyone else in the audlence who w1shes to speak at
- that tlme._ , v ' S ;
- .Now, just to glve a llttle bit of background in
_ connectlon w1th thls hearlng, as many of you are aware, 1 ‘m-
- very interested in cogeneration. , I‘ve been the sponsor of two
bills that have been s1gned into law: 1 guess it was, not'laSth
- year,_but.the‘year before — 1985 — one to exempt from thef

dsales‘tax all-the components of a cogeneratlon fac111ty, and -

"fthe‘other'one‘was,'when natural gas is being- used,uto.exempt
that from the Gross Receipts and Franchise Tax.

SO, 1 hope that these two b1lls have been a benefit toa“'A'
companles here in the State of New - Jersey. I've heard fromﬂf'

~some that they have, and I hope for those who are thlnklngs
f'about cogeneratlon that these bills have helped to push them lnl

“that direction.. o .’ , , '
, , We are ball aware of ‘the many beneflts that
cogeneratlon supplles, partlcularly 1n a state like New Jerseyy
‘where we have tremendously high energy costs I think that New
Jersey is about sixth in terms of that The business . studies :
that have been done - shOW‘ hat Wew Jersey would be in an even 3
. better competltlve pos1t10n 1f we had lower energy costs. ‘

Of course, it is one of the nmst efficient ways of »

using fuel. It clearly postpones the need — maybe forever —
“ for ‘new power plants, 1t decreases alsoc our reliance on
‘1mport1ng energy from the Mldwest ,So, all of‘those things’afe
certalnly very good. ' ‘ ) o

1 know many of you are here today deallng w1th the’
questlon of airf'em1551ons control. : Whlle I am a strong
vproponent of cogeneratlon, I also: have'gan evironmental
’background “so there has to be a balance, I'believe,‘between
~ economic beneflts ~and the" environmental - benefits  of
‘cogeneratlon, as well as New Jersey continuing in its efforts
to have clean alr._



So, some of the questlons I be11eve w111 be taken up
today are state of the art — what is the precise deflnltlon of-“
~ that, cost verses env1ronmenta1 beneflts,’ grandfatherlng,

‘standards, the time of review for DEP, and the whole question -

~of the SCR and its functioning when temperatures vary,
switching fuels, and whether it actually has been used ehoth;
‘I know. that its use in this country, in California, has been
fairly'short; On the other hand, 1 understand that over in
| Japan it has been used for a number of years So., 1t s a

questionhfor.all of us as to whether the trlals have been long,v

enough to make that the state of the art.

In addition to that gquestion, which I thinkvyis
‘, probably uppermost in everyone's mind-- I should say thatvthis
hearing is not just for that qﬁestion,, -because when I first
- wanted to hold th1s hearing because, as I say, this has alwaysv
been a great interest of mine, it was probably about two months
ago, and it was _thoughtv:that clear1y5 this issue would be
decided before the two months were up. Therefore,‘ I 'never,7
antlclpated that this hearlng would deal only with the a1r “
- emission question. '

, " I'm also 1ntere=ted in what people have to say about
the = buy-back rate, particularly the need for greater"
consideration of avoided costs,hthe question of seif-wheeling,
and probably last of all, 1if we're going‘to be depending upon
cogeneratlon to a much greater extent —- the IEllabllltY of it,
in terms of prov1d1ng elettr4c1ty - I know this is one of the
key 1ssues that the utilities present, saying that they are°
always there and they will always provide the service. o

Today, I believe they are being pla*med ‘or actually
permlts have been applled for 2000 megawatts of. cogeneratlon,ﬂ
which is a tremendous increase from what was even prOJected a
short time ago by the Department of. Energy. ‘It's almost. the
equlvalent of two Hope Creeks. If we are going to 1ncrea51ng1y
- go in that’direction; I think the question of how much we can
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_count on cogeneratlon when the need arises is someth.mg that‘
‘needs to be dealt with.

So, just giving that brief klnd of overview of where I

= hope -this hearing will go today, I would like to first ask—

Did I see the Commissioner of Commerce here — Mr. Blekicki?

Did I see him just come in? ©Oh, there you are, Henry. 1I'd
‘like you to present your statement, please, on behalf}-}of‘ the

Department of Commerce and Economic 'Development
ASST. COMM. HENRY T. BLEKICKI. . Bood
morning. .Thank you for hoiding these hearings on cogeneration -
in New Jersey and the barriers which inhibit its full
cost-effective utilization. v

 As you know, the Department of Commerce and Economic

‘Development now inc_lu'des,the Division of Energy Planning and

Conservation from the Department of Energy. The Department of
Commerce fully embraces and subscribes to the policies on
energy in gene'rél, and cogeneration in particular, set forth in
the 1985 State Energy Master Plan. ' This plan, as you‘ know, is

~intended to govern all energy-related decisions by State
government “to the maximum extent practicable and feasible."

Cogeneratiovn‘has a great future in New Jersey. New :

- Jersey's great future will be realized, in part, because of

cogeneration. With heavy. ihdustry' a strong part of the
economy, and a commercial sector growing rapidly, cogenerat‘ion‘
can play a pivotal role. It iowers costs for older industries
— and even generates new income '-—vﬁth'ereby' helping them to

compete in a worldwide marketplace. Doing so saves blue-collar

jobs from the effects of foreign competition, even as our State
rapidly shifts toward a service economy. kCogeneration can also
be installed in new offices, hotels, research centers, and
other facilities not normally thought of as locations for power

- producti ion.

The potentlal scope of cogeneration 1is enormous. I'n'_

_1986 alone, the Federal Energy Regulatory Commission received



'applications for cértifidation of over 20004‘megawatts’ of
-cogeneratlon to be located in the State of New Jersey. That
comes to twice the size of the recently completed. Hope'Creek;

fpuclear power'plant. But, unlike Hope Creek and other large,‘p
central station pm&er ‘plants operated ,by elec;trlc ut111t1es,’-

coge‘nerétiyon comes in all sizes. Micro—f‘ac,ilities are being
tested on individual - homes ; otherp units WillvipOWer 0il
refineries and ‘pharmaceutical plants.k In addition, they& are
sited where people live and use energy, unlike distant utility

plants connected by transmission lines. This cuts downben the

risk of sudden disruptions in the system, .such as the blackouts
_that twice rocked New York Clty ' ‘ ‘
‘ Cogeneratlon differs from utility plants in other
basic ways. For starters, it is inherently more efficient and
collectively more reliable than its 'utility_‘counterparts.>
Cogeneratorsk'reqularly achieve higher noverali "effiCiencieS‘
compared to ut111ty plants They do so by the burnind of one
fuel to meet two uses —— electr1c1ty and high-quality steam or
heat for 1ndustr1a1 processes, or to heat and cool a large
strueturejb Moreover, nuclear plants achieve capa01t1y factors
--  a measure of reliability -- of between 50% and 605%.
Cogenerétots'exceed_QO% in»system reliability. o

, Also, because cogeneration comes in small increments
-- typically less than 10 megawatts -- the risk of outages is
low compared to the risks of a few 1arge power - plants leav1ng_
the system at the same time, as occurred three summers ago- 1n’
s'New, Jersey. Such a massive loss is nearly Impos51ble with
doZens%.of 'cogenetators scattered throughout the region:
diversityk is ~part of their strength in thef electric supply
system. C L o o
‘k An - additional benefit to cogeneration is 1low cost‘l
compared to many new and existing utility facilities. Hope
Creek, for example, with its total price of $4.5 billion, will
- cost consumers about 18 eents per kilowatt"hour, compared to an



‘average price for cogenerated power of about 6 cents,‘ and
- average .retall ‘rates of about 10 cents. Many older power"
plants in the ‘Statej~alsoo cost far more to operate than
~ cogenerators ~are able to receive -in contracts iromJathei'
 utilities which own these other, more expensive facilities.
~ Competition from cogeneration can lower elecric rates
for everyone and, in fact, cogeneration rates may be a
yardstick for what constltutes just and reasonable rates for
all fac111tles, " whoever owns ~ them. Cogeneration also

‘substltutes for bu11d1ng new utility power plants which may

cost far more than a comparable amount of :mdependent power
'pproductlon and w1thout the risk of costs belng spread to the
pub11c if the facilities fail to reach completion. P
Flnally, the more cogeneration we have, the better is
our - air “quality. Because of its innate efficiencies,
cogeneration’ can cut down on the total levels of variousp
pollﬁtants emanating = from within the factory gates at
industrial  facilities.  These 1ndustr1es employ large,
51ng1e purpose boilers to burn fossil fuels for the productlon
of steam. Before installing cogeneration, they also rely on
utilities for their electricity' This power relies, in turn,
on many fossil-fueled fired'g oe*atlng statlons - including_
coal—burning'power plants to the West, which transport their
‘.bpollution ‘on the prevailing easteriy winds, along with the
electrlc current. _ ; SR v _

, But, since congeneration substitutes both for ‘the
on-site thermal needs of the host facility and 'forb‘the"
electrlclty produced and sold by the utility, economic and
energy benefits are Jjoined with _draetlcally reduced air
‘pollution 1n most forms. In short, cogeneration is the logical
hub of any plan for stlmulatlng the economy, saving industrial
jObS, assurlng low-cost energy security, and protecting the
health of a11 cltlzens '



With all this going for it, we might expect that

- cogeneration is flourishing in the State. Well, we are very

hopeful that the potential for cogeneration in the State, as
measured by the mote ~than 2000 megawatts of cogeneratlon
currently planned will be realized. However, there re
certain regulatory and economlc “issues which have to be dealt
~with in order for promises to be actual1zed As will be seen,
the barrlers to enjoying the many beneflts sketched out above
tend to be mutually reinforcing. Thus if cogenerators arel
forced to install very expensive air pollution devices which
provide only marginal benefit, it may force a cogenerator to
cancel a project; unless the Board of Public Ut111t1es allows
these higher investment and operatlng costs to be passed on ;
,through higher utility buy—back rates. But this higher’oostbi
 for cogenerated power  will 'make it - less competitive ,when
-compared to the rates paid by the utilities for power from the
PJM grid. Thus, any ccnsideration of these barriers must begln,‘
by recogn121ng that it ‘may not be enough to remove one problem
unless another is alsc addressed.
At any rate, after this somewhat lengthy 1ntroductlon,

I 'will " now turn tc the key 1issues currently affectlng
cogeneration;_ | o | )

"Regulatory: Before a cogenerator begins constfuction'\
or ope:ation, it must receive a host of permits from State -
agencies. The Department of Environmental Protection is the
~ main agency, as it is for other industrial activities. A
current area of concern is in air pollution, where the Division
of Environmental Quality has jurisdiction over premité,‘to
install and operate pollution control equipment under the 1967
Air Pollution Control Act, which remains 1little changed since
its day as the first, comnrehen51ve air pollutlon code 1n the
nation. - |

’,Specifically, the Division must make a finding that
the applicant will employ the state of the art in air'pollution



,eontrol for each key pollutant emitted ’by the facility. This
- requirement 1is din- addition to all others for the facility,
including a flndlng that 1t complles w1th all requlrements of,
the Federal Clean Air Act. _ o .

~ How does ‘the Division make its decision on what
,cpnstitutes, state-of-the-art?  The cegeneration iindust’r'y ‘and
representativesb of this agency have been meeting with '}_the
Division to try to resolve this isSue,. We are hopeful ‘that
- some amlcable solution may be achieved. o _ ‘

Generally, the discussions revolve -around - these
questions: . ’ ,
o 1) Demonstrated feas1b111ty To what extent must the.
D1v1s:Lon rely on the experience of usage of some’ control
measure before»lt elects to 1mpose ‘it on cogenerators"

| 2) . Cost: To what extent must the D1v151on take into
account the economic impacts of its dec151ons" v

3) ‘Environmental consequences:  Should the Division
be aware of the net env1ronmenta1 impacts of its dec151ons,
1nc1ud1ng the net emission effects of installing cogeneratlon
at 1ndustr1al s.1tes which then reduce thelr overall pollution
levels? _ o |
' 4)  Public participation: Before deciding on
industry-wide and statewide standards, should the Division.
publish notice of its,'plans and hold hearings on them?

As a threshold matter, it is agreed by -all parties
that the Division has a duty to examine the demonstrated
feasibility of any proposed pollution control device before it
" may impose it as state of the art. To date, the focus of this
guestion has been on Selective Catalytic Reduction, a very
costly, ’complex, and pioneering way to reduce emissions of
Vnitrogen oxides, | which are believed to be precursors to the
'generatlon of ozone. , S _ - ’

Before gomg further, it 'may_,help ‘to examine 'how the
‘courts have interpreted the ‘state-of-the-art requirement. 1In



Campbell vs. Sullivan, in 1972 , a three—judge panel described
the law as follows: o 7 o .
“The requirement that the 'advances to be "satisfied", '

must be 'the 1latest' 1is overly broad. The ~1egis1ation‘shou1d cr

be taken to have intended such advances in. the art as: have
acquired some degree of current use and as are not unreasonably
costly in 1light of the nature and utility of the industrial
‘operation affected, as well as the harm which :failure, to use.
them would visit upon the environment." B
Clearly, therefore, ”s_ome - degree of d‘emonstr-ateﬁd‘
feasibility is an element of state of the art. Moreover, once
feasibility is found -- and substantiated -- then theé relative
costs and benefits of the device must be weighed carefully.
_And'considerihg the nature and utility of the ind‘ustry seems to
us to also call for a net environmental and " societal
assessment. In brief, some cost-benefit analysis seems to be
implicit in the definition set forth by the court. v
_ ‘ Such a cost-benefit study, we are confident, would -
find that cbgeneratién - using cufrently "~ available | control
equipment —- mainly steam or water injection which éfficiently
reduces hitrogen oxides to very 1low levels -- should be the
centerpiece of the State's efforts to abate totabl NOx levels in
. the atmosphere. _ |
As the accompanying graph reveals',v‘ one oil refinery
seeking approval from  the Départment of Environmental
Protection for the use of cogeneration with conventional
control equipment, will cut two criteria pollutantsvsoleiy due
to cogeneration. Sulphur dioxide and oxides of nitrogen are
réduced by 1250 and 300 tons per year, respectively. -
Meanwhile, the refinery Ilowers its costs of production and
still has power left over to sell to the host utility, . _
A "If the Division develops a comprehensive NOy comtrol
strategy for the State, we are confident that cogeneration will:
be looked upon as the Division's best ally. It is simply in



the nature ‘of the process that fcogeneratiOn will . replace
existing, 1largely pre41968‘;boilersé,and utility—power plants.
A1l facilities antidating the  air -pollution control code,
’adqpted’pursuant to the 1967 statute;~are g:andfathered Thls'
means they never have to apply for 'a permit or face a
state—of-the-art review of any kind Other than controls on‘
the fuels they may use, these systems are largely unregulated
’Therefore, we  are worklng . with the Division and the
'~ rogeneration industry to develop standards which will result in
'dramatlcally‘lower,amounts of pollutants being released to the
'-fatmdsphere f'through‘ the substitution of- cost- effectlve'
cogenerated power replacing the grandfathered facilities. ’
The danger facing cogeneration, as we see it, is that
if‘netting‘analyseS'of environmental and economic impacts are
‘not permitted; the foCusinngn abating the last possible amount
of Nox'from a new cogenerator could well have a chilling_effect
-on cogeneration investment in New Jersey. This would be a
tragedy. Industries would find it more difficult to operate in
New Jersey; our energy systems would suffer; ratepayers would
pay more; and the air would be dirtier than it has to be. This
cannot be in anyone's best interest. |
The time requlred teo perform state-of- the- art reviews
1s also ‘troublesome. ‘ Because of the work load in the Division,
we have been told that many - appllcatlons are not reviewed as
promptly as would = be. desirable. These delays seem
counterproductive to ‘the Division's mission. And,"since
cogeneratlon ~investors must compete ‘with other investment
’opportﬁnities, time lost is money 1lost, which can kill a
‘project. | RER | |
~ In the area of economic 1nterest and taxatlon, when
the Governor signed into law Chapter 117 —- in 1986 -- no one
“-foresaw -its consequences,~for~_cogeperation. " The Act' was
designed to reverse a judicial decision which ruled that oil
storage tanks of .majer oil companies are personal} not real

10



’-property - effectlvely exemptlng them from local property n
taxes. The ‘law of unintended consequences seems-to have been
at work. Local tax assessors, understandably eager to f1nd new :
revenues, have looked upon some cogenerators as a nmgor new
revenue source. B ; ' o ,v
' | N.J.S.A. 54: :4-1 defines real. property 'subject4'to
taxatlon in this manner: S S e
"It means vall ‘land ‘and improvements thereon and
1ncludes personal property affixed to the real property or an
appurtenance thereto unless: ‘ ;
“a. The personal pmoperty so afflxed can be removed
or> severed without material 1njury to the personal propertyi
itself; or » ‘ : _

"b. The personal property so affixed'is machinery,
\apparatus or equlpment which is not functlonally essentlal to a‘
structure the personal property is within. '

' We - have informed the D1v151onb of Taxatlon that,n
cogeneratlon generally fits into both of the above exceptlons
In some cases, cogeneration fa0111t1es are as mobile as the
flat-bed trucks on which they arrive. In others, even larger
cogenerationf plants are 1nsta11ed with express prov151on for
their later removal, rncludlng 1nstallatlon behind doors hlnged
for easy removal. Finally, of course, they ' are clearly.
“maohinery, ‘apparatus or equipment” that are located within B
bulldlngs) they are not identical to the bulldlno itself.

The problem for the tax assessor is that as much as.
' 90% of the- value of a new structure hou51ng a facility w111 ‘be
the cogeneratlon equlpment Therefore, the assessor will
frequently seek to tax the contents of the building as if 1t 1s’
real property _ ‘
, Given the economic sgqueeze already ‘felt' by.
cogenerators that must negotiate with some powerfsﬁrplus
utilities, and in light of difficult air pollution contr01p’
~actions, the 1last straw for some beleaguredpindustries cou1d_
come in the form of an inflated tax assessment.

11



Perhaps some clarifying'legislation will take care of _
this problem qu1ckly and cleanly, althOUgh Webrealize'thatrwas'f
| thetlntent of Chapter 117. o B N
' Norieconomic issues: - The Master Plan descrlbes a host
of noneconomic impediments to cogeneratlon Whlch ‘can have as’
much . of a deterrant effect on the industry as the more
f~prominent . economic problems - These include bargaining‘
-1nequa11t1es with the ut111t1es and the need for- access to. the
‘utility transmission and distribution network for wheellng :
power to other utilities or purchasers Slnce these issues are
discussed in some depth in the Master Plan —— pages 102 through~f
1105 — we. will not repeat it here. A copy of the relevant
- pages w1ll be attached to the wr1tten test1mony

‘In conclusion, cogenerat1on is here to stay if we make
’room for it in our 'regulatcry systems Publlc utllltyv
,regulatlon which assumed that power productlon 1s a natural
monopoly must, of course, be modlfled to take into account the
~resurgence of this old technology Env1ronmental regulation,
»whlch tradltlonally focuseo on ‘what 1is emitted only from the
_newest stack or the. most recent appl1cant, must be expanded to
~_encompass net consequences of wrlnglnq out the last increment
of pollution reduction, if to do so will lead to higher overall"
levels of contamination. And the tax assessors must recognlze ‘
that an 1ndustry w1thout cogeneratlon mlght well be a taxpayer

"_On 1ts way out of h1s or her: communlty

In each .case, = some recognltlon of ~the SpG"lal
rlcharacterlstlcs of cogeneratlon is in order if we .are to reap
the harvest of societal, economlc, energy, and ‘env1ronmental
“benefits Wthh inure to thlS marvelously efficient technology
o -If,you have any questions, I will be happy to address
'_them.kagain, thank you for th1s opportunlty to testlfy before
the Committee. o | L |
o ASSEMBLYWOMAN OGDEN:  Thank ~ you very " much,
Comm1551oner One of the statements you made--  You said that

12



the more cogeneratlon ‘we have, the better air quahty we w111‘7
“have. As legislators leave the State House,  they pass ‘a
district heating cogenerator in Trenton, and many have remarked
on that brown plmﬁe that Kkeeps coming out of +the stack."'
Obviously that is mot, or it certainly does not look to the
average person like 'state of 'the art. What went wrong there? v

ASSISTANT COMMISSIONER BLEKICKI: Well, I have. also -
had a long—abldlng concern about that fac111ty, even before the
'D1v1s:Lon of Energy Plannlng and Conservation came ~within the
Department of Commerce. It certainly does appear to be a major
source of pollutlon for the City of Trenton.

_ ' Two things I think we need to review with regard to
that facility: First of all, it is a diesel-powered facility,
and all o,f‘f the ,curre;-nt applications are turbine gas—powered
facilities, which are far cleaner. _Therefore',a' we are strongly
in support of the current direction of u*tilizing turbines that
are gas',and,’ in some cases as a backup fuel, oil—powered,'
‘because the em1551on° from those facilities are far, far lower
“than from a dlesel—powmed unit. ‘

But, in addition, 1if you take a netting analyszs of
that facility,v‘you will see the reduction in pollutants that
was the result ~¢ *+v- r’."?z'-.‘lit_y, because now the boilers that
were in the buildings, or would ‘have been built in the new
buildings, are no longer there. We find that, in fact, there
is a net reduCtion, or we believe there is a net reduction. |
| But, in spite of that, I think the current direction
is toward the use of turbine technology, which is far, far .
cleaner, even as a spotsource of pollution, than diesels. We
would support the continuation of that trend. | : |

ASSEMBLYWOMAN OGDEN: Would you say that you advocate
an overall umbrella effect that  would take into account not
only what the emis<ions were, say, from the boiler that the
cogenerated unit is displacing, but ‘also dealing with power
that we have to import from the Mldwes

% ’ " \'-L.‘
&%@" ¢ g‘ua&»wﬁj’ @?‘:‘: § ?“f@mﬁ'
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| ASSISTANT COMMISSIONER BLEKICKI: Yes, definitely. 1

~ think we certainly are the - if . you want to call it

| benef1c1arles — of the winds coming- from the West, and we,ail'f
’recognlze the problems with acid raln, which is harmful not
only to nature and to the forest, but also to human“beings.
So, any negatives from that we can use that would reduce_the
amount of pollution that is coming from the West, as well{as
- from any pollutlon that we .are currently generatlng—— We think -
that cogeneration using the traditional controlled technolog1es~
~is an appropriate technoloqy, and we would certainly suppo:t'
“that analysis and approach. | - -

, ASSEMBLYWOMAN OGDEN:  So, really what you are
,supporting is takihg the issue as a whole, as opposed to just
the. emissions'4coming}fOUt of a ‘particular stack of the
togenerating uhit.‘ ’ _ .

- ASSISTANT COMMISSIONER BLEKICKI: Yes. I think that
is the sounder 'way of ,approaching' the problem. However, fwe
recognize that other divisions -- other Departments,  for
example, the ~Department of Env1ronmenta1 Protectlon, may  have
what  they belleve to be a different mandate - Even 1if that is,
in fact, the case, we believe there really isn't a major
difference in our goals. Thc wutilization of the turbine
technology with gas and vil as a backup fuel will result in ap
lower level of pollution, even within the gates of that

industrial facility. Right now, I think there are 11 or 12
'applications befOrelthe Division of Environmental Quality, and
I believe all of them are industrial applications where they
would be replacing existing boilers, as well as, of courSe}
'reducinggthe amount of eleotricity that they have to buy, and
therefore reducing the pollution that those power plants would

 be generatlng, wherever those powe* plants may be.

But, just within the gates of those plants, we think
there is a net benefit to New Jersey.
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ASSEMBLYWOMAN OGDEN: Do you know if any of the -
applicants for more than 2000 megawatts that have applied will
 cancel because of the direction that the7Department -— DEP --
is going, the state of the art, without some kind of a
compromise? | o | - o

ASSISTANT COMMISSIONER BLEKICKI: i can't say for sure
that any of them will cancel, because none of them have said
definitely that they will do that. However, ~we have had
-expressions of concern that, in fact, it’may happen because of
this. We know that the costs in installihg Selective Catalytic
Reduction facilities is gquite expensive -- we are talking in
the millions of dollars — and that the operating costs are
also very high. 1In addition, we are concerned that because the
technblogy requires the use of ammonia, that there are other
problems’ which may not have been properly addressed, or at
least we are not aware of them having been addressed in their
~entirety. First of all, you have to ship and store the ammonia
out of sight, and second of all, there is a very significant -
likelihood that, on occasion, there may be an imbalance in the
amount of the NOyx versus the ammonia going intbvthe p:ocess;
and we may have a surplus of ammonia going into the'air, which
would certéinly be harmful tc everyone.

Thirdly, we are mot sure how the spent catalyst, which
mainly is vanadiuxllpentoxide, and 1is therefore a hazardous
material, would be dealt with as far as its_disposal. We think.
that those are issues that have to be addressed yet. :

' ASSEMBLYWOMAN OGDEN: Just one last question. How
does what we are doing in New Jersey comparé with other states

that are encouraging cogeneration -- I guess California "and
Texas? N | . o
ASSISTANT COMMISSIONER BLEKICKI: vWell, I think-- As
far as we understand it, there is only one state, and in only
one portion of the‘state —— California —- that is mandating SCR

technology. As I understand it, the reason they are mandating
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- it is becauSe they'are a non—attainment area ‘as far as certain
pollutan'ts . Therefore, they are mandatlng a very expenswe '
technology in a lrmlted area of the state. ‘

New Jersey is ‘not in that pos1t10n,‘ and we belleve o

‘ that with the appllcatmn' of tradltlo_nal ' cogeneratlon
technology - em1ss:|.on control technology, ‘that there w111 be a
: s:Lgnlflcant beneflt to the state as far as these pollutants are'
._concerned A . | -
,-N’ow; we re'cogniz‘e that by the end of this year, New.
Jersey, "along with 41 other States, may be in a non-—attalnment '
_Status Wlth regard to ozone. We recognize, " “therefore, that the

- State — and \that includes not only the, ;Depar_\,ment of |
~Environmental Protection, but also Commerce and every other
‘agency —— should be supportive of any initiatives to bring the

State back into attaininent  We belleve that the requlrement to

'._deal with NOX as a precursor for the productlon of ozone is

only one element —— omne very small element — of a much broader
1n1t1at1ve ‘whlcht'the State must undertake We believe that
certalnly the volatile organlcs is a much more 1mportant source
of_the_generatlon of ozone, and,that if we are to have the
desired reduction in pollution in our air, the efforts must be
~on a much broader base than simply looking at cogeneration as a
- source of what may be a precursor to the productlon of ozone.
ASSEMBLYWOMAN 'OGDEN: , Thank ~you  very much,
Commlss1oner. : ' ' e |
Next I would like to call on' Jorge Berkowitz,
Dlrector, D1v1sion: of Env1ronmental Quallty, Department of
zbEnv1ronmental Protection. ' _ ' ‘
DR. JORGE H. "BERKOWITZ:’Madam’Chai‘rm’an,
lad1es and gentlemen, good_>morning. My ‘name  is ~Jorge

g »Berkow1tz I am the Director of the Division of Environmental

‘Quality w1th1n the New Jersey ‘Department of Environmental
Protection. I would llke to thank the Committee for allowing
me this opportunlty to speak about the D1v1s1on S perspective
on cogeneratlon in New Jersey.
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As you are well aware, cogeneration ‘has become An
attractive method of energy 'utilization in this Staté.
 Clearly, under the right conditiohs, cogeneratlon can result in
51gn1flcant economic and environmental benefits to New Jersey
The Departmentuof Environmental Protectlon_s role is to assure
that any new source of air pollution, such as cogeneration
facilities, is controlled in a manner that is consistent with

Federal and State laws and regulations. To execute this -

responsibility, the Department requires an Air Pollution
~Control Permit of all new facilities discharging bontamihants‘
- to the atmosphere. Within the 1last year, there has been a
proliferation  of ) permlt appliéations - for - cogeneration‘»
facilities, and several more appllcatlons are expected in the
months;ahead.

Since the State Legislature enacted the Air Pollution
Control Act in 1954, New Jersey has worked aggressively to.
reduce air pollution. To our knowledge, this State law was the
first of its kind in the nation, and gave a clear indication of
the importahce which the Legislature placed on clean air. This
law has allowed the Department to formulate one of the most
highiy'regarded'Air Pollution Control'Prbgramsvin the nation.
A major factor in the effectiveness of this program is that the
law allows the Department to mandate permit- applicants to use.
equipment that incorporates advances in the art of air
pollution control. This_ is commonly referred to as the
state-of—the-art clause. ' ‘ | )
‘ Despite the inherent beneflts, cogeneratibn. projects
‘cannot, and should not, be exempt from this mandate. Although
cogeneration makes more efficient use of input energy than
conventional means, the Department is still highlyv concerned
about air emissions from these projects, which ‘can be

considerable. _ v
Emissions of mnitrogen oxides —-- or NOy, as I will
refer to them herein —- are of particular concern. It 1is
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estimated that the total NOx emissions represented by thqse
cogeneration projects ~currently either in our permit "proce,ss}-
~ or which we Xknow about; will exceed 12 million pounds fperv"
year. - ‘.l‘his. coupled with the. belief that the ‘majority of
cogeneratlon pro:ects w111 submit permlt apphcatlons within
the year, has prompted the Department to investigate methods of
effectlvely controlling NOyx emissions .from these sources now.
To this end, the Department is in the final stages of
~develop1ng a pollcy, “with add1t10na1 input from the Department
- of Commerce, for controlling NOx emlssn)ns from gas turblnes,'”
~ the “prime form of power selected by the majority of “ the
| cogeneration projects, but not the exclusive form.
v Nitrogen oxides is a primary air = contaminant
controlled by the Federal Clean Air Act. The National Ambient
Air "Quality Standard fo'rkNOx is 100 micrograms per cubic meter
‘based on an annual average. New Jersey is currently meeting
- this standard. Nitrogen oxides in'ex‘cess of this standard may
have various effects on human health, including irritation of
the resplratory tract and enhancement. of susceptibility to
infections. Perhaps as 1mportant as are the health 1mpacts, is
'.'“that NOy; has a primary role associated with the production of
'vacid.rain and as a precursor in the formation of photochemical-
oxidants by combining with hydrocarbons in the presence of
sunlight. As you know, New Jersey is not in compllance with
the Clean Air Act's ozone standard, and sanctions loom
imminent. And, 't'he» very serious problem of acid rain is just
beginning to be addressed in New}Jersey. NOy is also a _pr.imaty
contributor to the impairment of visibility. These are three
very important air pOllution problems. Clearly, we canhot
‘ slacken our v1g11ance in controlllng NOx . ' -
The Department's NOy proposed control pol:Lcy was not
'developed haphazardly. Initially, - +the Department considered
~setting a NOyx emission 1limit that could only be achieved using
Selective Catalytic Reduction — or SCR, as I will refer to it
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herein. We obtained information from various sources, such as
SCR vendors, gas turbine vendors, air ©pollution -control
districts in California, as well as a site visit to an

operating cogeneration facility ‘w1th SCR in Ca11forn1a.‘vHIn'
addition, comments were solicited in January — 4in this very‘_
- room, in the middle of a dblinding snowstorm— . The snowsto:m-

was not in this room, although there was somewhat of a
hurricane. Comments were solicited in January from a balanced
agenda of cogeneration developers, catalyst manufacturers, gas:
turbine vendors, and utility representatives in an information
workéhop on SCR and its impacts on cogeneration. The workshop
was sponsored Jjointly by the Department of Environmental
‘. Protection and the Department of Commerce. It was not mandated
by any regulation or any law. We did it because we felt we
needed to have the facts. o ;

It was through this fact- flndlng process that ‘the
Department became aware ©of other emerglng gas turbine
technologles that were also capable of significantly reduc1ng
NOyx emissions, withc ¢t the use ‘of SCR. Hence, a prpposed
policy was developed which allows for some flexibility in
meéting lower NOy ermission levels moving toward an ’emissioﬁ
limit-based siaude.u. cweiings were held with,appliCants whose
projects would be affected by this policy, in order to solicit
their input, and some additional modifications were made as a
result of these meetings. , |

In its current form, the NOX proposed control policy
defines three categorieé of cogen facilities: ‘The first
category is»for‘facilities between one million and 100 million
BTUs per hour .of hest input to the gas turbines. This is
approximately Q;l'to 10 megawatts. Our proposal would require
én hourly NOx emission limit of 0.2 pounds per million BTU when
operating on:gas, 2 T.4 pounds per mission BTU when firing
oil. These limits cor:eépohd to approximately 50 and 100 parts
per million of NOx, respectively. These 1levels are readily
abhieved by the use of water or steam injection. |
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B The second category is facilities 'with heat input.

r'ateswbetween'loo million and 250 million BTUs"pe,r hour, or
.approx1mately 10 to 25 megawatts our proposal- requir’es the =
same emission. levels as for the prev.wus category — 0.2 pounds
'NOx per million BTUs when using gas, and 0.4 pounds NOy per
million BTUs when us.mg 0il. However, on May 1, 1992, we wi'lnl .
_requlre these fac111t1es to emlt ‘no more than 0.1 pounds per
"million BTUs when using gas.v ,Thls 11m1t corresponds to:
v 'approximately 25 parts" per million. The May' 1, 1992 compliance
-v.date allows for a flve—year period for project construction,
operatlon, testlng,_ and demonstration of alternative ,N,Ox‘
" control technologies. We have béen told that there are gas
"turblnes currently avallable whlch can meet these emlss:Lon
11m1ts without the use of SCR.

‘Further, other Nox control technologles are beginning

to emerge ‘at an ever—qulckenlng pace. The next two years
should see s:Lgnlflca.nt breakthroughs in controlllng NOX from
statlonary sources. ' ‘

- The third category is for facﬂltles which are greater |
than 250 mllllon BTUs per hour turbine heat input. We provide
two options in this category. The first calls for the use of a
demonstrated' NOy contrel ::h::"ogy, such as SCR, wi_t'h“' NOx
~limits of 0.1 pounds per mllhon BTU for gas, 0.2 pounds per
million BTU for voluntary oil use, and 0.4 pounds per million
for 1nvo1_untary 011 use, effective immediately. _

Let me just quic'klyv ‘define what voluntary and -
1nvoluntary oil use means ’Involuntary 0il use is that ‘\'oil
which has to be used because there is a gas :shortage
Voluntary 011 use is when there. is an economic advantage to use
- 01l versus gas, and - the Department would allow that. _

The NOy limits on May 1, 1992 will .fall from 0.2 to
0.1 pounds per million BTU for #oluntary ‘0il use, and from 0.4
to 0.3 pounds per mllhon BTU for  involuntary oil use. ‘_‘The-
"appllcant will be requlred to meet these emission 11m1ts by
1992. ‘
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The Department believes that these NOx 1limits are
achievable, and that the policy conditions provide applicants'a i
degree of flex1b111ty in choosing NOx control technologies. . Inb
fact, based on meetlngs with appllcants and 1nformatlon ‘on
cogeneration projects in-house, and proposed appllcants, this
policy appears. to be acceptable to 19 of the 22 cogeneratlon,
applications submitted -- or to be submitted.

Two 1issues remain to be resolved in finalizing this
policy: Netting and grandfathering. Netting would allow sites
that experience NOx emissién. reductions from cogeneration to
exempt their new equipment from state—-of-the-art NOX controls
While on face value this concept sounds reasonable, there are
several major perils associated with it. <F1rst, it would set a
dangerous precedent for circumventing the'Department‘s mandate
that all new sources apply state-of-the-art controls, and would
put in jeopardy a process that has allowed the Department to
make dramatic improvements in air quallty over the last decade.

Second, not all cogeneratlon projects that result 1n
on-site NOX emission reductlons would also result in off- site
local air quallty 1mprovement New Jersey presently imports
approximately 50% of 1its energy requirements. TherefOre)
locating more energy—producing facilities in New Jersey may
concomitantly increase total emissions within New Jersey. If
you accept phase-out from our western states, fine. If the
~phase-out does not occur, there may be a net increase.
- Further, it 1is not certain that cogeneration projects will
displace ex1st1ng base load power production. 'Cogeneration'may
merely delay construction of new central stations within our
State. : _ |
The concept of grandfathering from state-of-the-art
‘requirements those projects which have reached ~an advanced
stage of development has merit. Many cogen projects _were
" substantially developed before pre-application meetings were
even scheduled ~with the Department. Upon meeting with the
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Department, prospective applicantS'were made aware>of_potentia1
 NOy; control requirements. Much of the commitments and designs
- regarding turbine selection, control equipment, and the
associated funding schemes were well 'in place prior ‘to even
meeting with the Department. This is unfortunate, but»itjwas
- avoidable. However,vin'recognition that cogeneration provides
;substantial benefits to the State, the’Department‘is-willing to'
" consider a grandfathering strategy that would minimize impacts
on those projects currently in-house for which financial
~comm1tments or deSIgns are well-established. * |
In summary, a Nox control policy for ‘gas turblnes is
being deVeloped'by the Department which would allow applicants
~ flexibility in meeting emission llmlts This poIicy will

‘dfstrlke a favorable balance between environmental benefits and

the continued growth of cogeneration 1n New Jersey, and I think
that is important.'ilbthink also that you will see that we have
moved substantially off the SCR requirement which we perhaps
‘had in January, a considerably more compromised position
because we think it' is deserved. The policy appears to be
1mp1ementab1e and practical and acceptable to the regulated
.communlty o ,
One . last though . 1 predict there will "be a
preponderance of testlmony today that cites the Department for
imposing significant obstacles in the path of cogeneratlon.
However, I ask you to remember that there will be a perspective
largely unrepresented here today,b and that is theb_publiC‘s.
The public cannot be expected to grasp many of the common
intricacies involved in these issues. The public's interest,
often outmassed by that of the'regulated community, must be
served by the Department and their elected officials. .
. | Consistently, the public, throUghv their"legislators;

have sa1d “We demand aggresSive, farsighted environmental
tontrol programs " Medlocrlty doesn't cut it when it comes to

environmental programs ~in  New Jersey, as you  know,
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Assemblywoman. Recently, our State has been cited for havihg”
the second best Air Pollution Control Program in the nation.
‘Our history is replete with pioneering efforts in the fieldppf
air - pollution control. Pioneering efforts entail, - by
definition, bold, mew approaches, oftentimes without a frame of
reference by which to Jjudge, because the other statesgnlag
behind. This requires us to employ control strategies which
other states have not employed. This causes the regulated
community apprehension, and often results in accusétions that
the]Depa:tment over-requlates. But, if we are to be true to
our public mandate, if we are to continue our preeminent
position in air pollution control within this nation, then we
will be required to develbp innovative, bold control programs. -
I predict air pollution issues will once -again
reemerge ‘as those environmental concerns that most affect the
public's well-being. We must proceed with our piiilosophy and
policy that has proven itself to be profoundly effective in
improving air quality. o ’ |
I thank you for providing me this opportunlty to
‘comment on»this'timely issue, and I W111 answer - any questlons
you may have. : _ _
ASSEMBLYWOMAN OGDEN: Thank you very much for being
here. . If possible, I hope ydu will be able to Stay to, say,
one or so. After we héar other people from the‘private sector
who are testifying about problems, I would 1like to giVe you a
chance to answer some of the issues that have been raised that
“have not been dealt with before. S N
Certainly, I think on the part of all of us, and even
those whp’are seeking permits from your Department, there is a
commitment to air quality. It is just a question of how we get
there, I think, more than the overall goal. 1
o Just a couple of questions that I would like to ask,
though, in terms of the-- You said 19 of the 22 applicants
will be able to come in under what you are asking. The other
three-- What seems to be the problem there? | ”
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DR. BERKOWITZ: = First of all, I would say that that
information was not a commltment — a formal commitment -- that
any of the applicants could meet. It was general 1nformatlon
exchanged, and I would pmesume that ‘you will hear information
that will probably refute that today Nevertheless, there‘was
at least one appllcant which I thlnk is important to focus on,
who is making the case that it is 1mposs1ble to employ SCR to
:»thls fac111ty, simply because of the de51gn and the arrangement
of the facility. v _

Let me Jjust say this: The state—of-the-art conCept,
‘and the 'state-of-the-art mandate, carries with it the
‘rebuttable presumption clause. If any facility can demonstrate
to us that there 51mply is no way that, for example, SCR can be
'5app11ed “to thelr- ‘facility, and they prove it in a
d1spa551onate(vsc1entific'fashion, we would have to accept it.
If we didn't accept it, that individual would have the right to
- an administrative hearing. Then they could have ~ the
opportunity to prove}their case at that administrative.hearing.

So, the state-of-the-art pfesumption carries with it
some_‘heavy - baggage, 'in that it affords the applicant the
opportunity to protect-his’or her position. _ ’

ASSEMBLYWOMAN  OGDEN: In Commissioner Blekicki's
vtestimony,'he_referred to the Campbell vs. Sullivan case, -and
 talked about the state of the art, and that while concern for
' the environment is clearly the prime issue,vthat on the'other
hand what is required to reach as  little pollution as
possible-- You should take ;into account the costs and the
~ reasonable requirements. - Would you basically subscribe to what
he said? | o | -
|  DR. BERKOWITZ: We have been operating = with the
Campbell decision for 15 years —-- since the decision. We do

 factor in cost—-effectiveness. It is not the primary nor the
sole factor which the Campbell decision causes us to examine.

It allows us to factor in the decision-making process with
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environment constraints, and environmental ‘goals as 'weil. We
‘know the Campbell decision. We have been working with it 'foi:'v
15 years. We. think our position cOmplies with the .Campbell
--decision. ' S |

ASSEMBLYWOMAN OGDEN: - In connectlon w:rth the umbrella
- concept - that Commissioner Blekicki supported—- I have the
" feellng that basically you do not agree w1th that. | v
DR. BERKOWITZ: Do you mean the. nettlng concept — the. :
umbrella concept? ’ ‘ v
ASSEMBLYWOMAN OGDEN: Yes. -
 DR. BERKOWITZ: Let me say thls ‘about netting: The
' problem with netting is that there may be disproportionate
exposure to various selected publics under the bubble in which
‘the net would apply. If the bubble only applies to the
_'faciiity itself, that may be one thing. If it applies to a
larger  area, that ‘means’ that people within that | area may be
disproportionately - exposed " to  higher  contaminants . than'*
- previously. ' | , ' |
We do feel “1:1** on one hand there w111 certalnly be“

reductlons in sulfur oxides and NOyx. On the other hand, we are .

not so convinced abcut hydrocarbon emissions. In fact, we
think that ‘in cortoir inctances, hydrocarbon emissions may go
up. You know hydrocarbons' role in chemical smog. |

. S0, while we do feel that in certain site-specific
cases there could be an overall net benefit —- and we are
willing to look at tunat — on ‘the other hand we think "_‘that
generically, netting has a lot of 1liabilities. The point I
want to make, though, is that the state-of-the-art concept must
" be protected. The state-of-the-art concept has allowed us to
do very mon’umentalk things - in this particular State.  The
state—of-the-art conCept was = designed to ‘be‘ : technology
~ forcing. = Our positiem  here, ‘we think, is Tnot technology~
forcing. So, we feel that to erode the concept of state of the
~art with netting or . bubbles at this ©point would be
inappropriate, but we would look at it. ‘
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‘ vASSEMBLYWOMAN'fOGDEN:vf~Ih connection with “the review

period, 1 kndW“that’was a problem that was brought up a'year[~:'

-ago.f Has thls been because you were still working on what. your
requlrements would be, or the emlssmns control, or is :Lt a
’problem of lack of staff or—- I am curious about your'
response.. E , Co | o : .
~ DR. BERKOWITZ This is a‘historical_prbblem. 'Let'me
‘address the generic issue efirst; and_'then “talk‘vabout‘ the
specific issue. | ' -

The Department has ‘had a backlog of air pollutlon
permits We have a strategy in hand that hopefully is going to
eIIOW—f We have a present backlog of about 1200 permlts The'
time frame for major,permlts can be 51x_to nine months;: no
'qUesti‘on about it. We have ’a str’ategy whereby w"e‘fh_epe the
backlog is g01ng to go down to zero. - We will be_getting around.
450 permlts per month in to us for review, “and hopefulLy;We
will be able to turn around 450 permlts But,sthatbis goiﬁgwtb

take some time. ' - R o

The issue is spe01flc to cogen. We ‘could have come up
with a position a 1ong‘ t;me ago. It would not  have been
accepted by the people sitting behind me and, to be perfectly
honest with you, it m*g t-nct hove been the right pos1t10n - We
feel that there have been delays . We have been working with

our sister agency. at Commerce, trylng to flnallze a p051t10n,"
This process has taken,some time. I think we are. very close to

finalization of the‘prdcess;' The Department of Commerce has
" sent me a letter, which I have not received yet —— it is
‘3'probab1y in my in box — that finalizes their wparticular

concerns about our pos1t10n

k : One other point, though which I think you have to
realize is, if you want'delays{ gd to regulation.Y'What.I‘heard_
~ here this morning already is that we want to go to the public
f'participation prQCessgﬁ'The Department'will be prepared to do _
that, but know what the pitfalls would be. First of all, if we
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went to regulation, those regulations we would look to be

fet:oactive, to regulate the communlty that occurred prior to
those regulatlons being enacted. That is permissible by law.

Second of all, we might consider a 'morator;um ‘on .

onything'before we had regulations developed. And, we do not
think that would be acceptable to the community —-_“the
‘regulated communities.  That is why the "stapééof¥thé—§rt
process exists; that is why it has worked. i o |

ASSEMBLYWOMAN 'OGDEN I know that in your testlmony
you. said you are breaklng down - the appllcatlons into three.
different categories, dependmg upon the power they are going
to generate. Would it speed up the process if you did a
similar th1ng in connection with reviewing the permits? .

DR. BERKOWITZ: Yes. We are looklng at a permit is
" not ‘av permit 1is not a permit concept. We arev,looklng at
classes of 'permlts that would allow us to speed (up reviews
based on potential environmental harm. A Very good - point,
somethihg we are already considering, , ' ’

ASSEMBLYWOMAN OGDEN: Thank you very much.

DR. BERKOWITZ: Thank you. - .

| ASSEMBLYWOMAN OGDEN: Next, I would like to call on
Dennis Baidaséari, Vice President, Jersey Central Power and
-Light Company, because I know. he has a time constralnt -
DENNI S BALDASSARTI: Good mornlng, Assemblywoman
- 0gden. I would preface my comments today by noting that they
are directed more toward the second group of issues you
‘referred to today, rather than the first, which has also-been‘ 
the' subject of the first' two speakérs, that being uthé
regulatory economic benefits applications of cogeneratlon.,

As I understood it, today's hearing was to discuss the
impediments to the growth of cogeneratlon here in New Jersqy.
At least as far as the non—énvironmentall considerations are
concerned, it is not ’oléar to me that cogeneration has,,been
impeded in itS» development here‘ in the State. As. on
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Jllustratlcn, 1 would llke to. take ‘a few minutes to share w1th]
_you Jersey Central 3] experlence in th1s regard ' : o
It has, for <some time now, been the corporate
_4ph110sophy of Jersey Central and its parent company, General
' qubllC Utilities Corporation, - that the bu11d1ng of major base
load generating facilities to meet future. system load
requirements, is an option"of ‘last ‘resort for a number of’
"reasons not the least. of Whlch belng the substantial. f1nanc1a1.
risks assoc1ated 'w1th ut111ty construct1on Since we view
cogeneratlon fac111t1es as potentlally suitable substltutes for
utility-owned generatlon, Jersey Central began, in the summer_
of 1985, a major 1n1t1at1ve to secure long—term contracts with
cogeneratlon and resource recovery projects. At that time, the
Jersey Central had a relatively modest amount of cogeneration
which’was priced ;mrSUantkto a BPU approved tariff. ' None of
that cogeneratlon was under long-term contract Our 1985
solicitation sought to have ‘such long—term contracts put into
. place. Offerlng prlclng terms which included flxed - and
var1ab1e components was 1ncluded. as a bas1c element of that

solicitation.  We were willing to front—end load those
contracts in the early years —- in other words, pay more than
the’ then current avoided costs -- in - order to provide

~incentives, and to prov1de financability for those projects
The initial solicitation for 200 megawatts was oversubscrlbed
' and long-—term contracts were successfully negotlated

In 1986 Jersey Central began a collaboration w1th the
BPU staff and the Publlc Advocate to create a menu of standard
. offer opricing  for cogeneration and resource recovery By -
stlpulatlon, prlces were pegged to Jersey Central's . long-term
forécast of energy pricing for the Pennsylvanla—New

Jersey—Maryland 1nterconnection Although we did not agree
- that PJM was the approprlate measure of avoided costs, we did
i acknowledge that the nresultlng prlces "from that effort were

reasonable at the t1me Once agann a s011c1tat1on was made,
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this time for a block of 600 megawatts of cogenerated power to'j .

be identified as long-term capacity. Any progect that met"v',,
fcerta1n minimum requirements could sign a commitment on a flrst

~come-first serve basis. As with the 1985 experience, th:Ls o

solicitation was also oversubscribed. The result of the’tWD
_selicitations is that Jersey Central now has commitmenfs'fo:
over 1000 megawatts of cogeneration and resource teeovery, all
of which — with a few minor exceptlons —-— 1is scheduled for
in-service by the‘year 1990. ‘ |

- What has Jersey Central learned durlng the - last two
years? First of all, the offerlng of long—term pricing with

some degree of ‘levelization seems to prov1de sufflclent”'

securlty to the cogenerator so as to make prOJects flnancable _
While it does have the desired effect of making progect
financing possible, it carries risk for the’utilityieustomersab
in the event that the cogenerator fails to perform as expected»
over the life of the contract. I believe this is one of the
risks you'referred»to in your issues as you started out this
morning. As part of our risk assessment, we have beeome
~ concerned also that of the 1000 megawatts committed to date,
- over 800 megawatts represent gas—fired'projects. The remaining
- 200 megawatts are resource recovery. Over 50% of the committed
megawatts are located in PSE&G territory, and notably there are
~no significant coal, :wood, or other diversified fuels
represented in this commitment. o '

Our selection methodology to date for projects was
based primarily on a nondlscrlmlnatory first come- first serve
a basis. As prev1ously mentioned, this gave no advantage ‘to
projects that could be more beneficial to the utility and its
customers than 1less desirable projeets.‘ We now believe'that

the best interests of both our customers and the cogeneration -

1ndustry in New Jersey would best be served by:
1) A more selective acceptance of future quallfylnc
facility contracts designed to better match energyvneeds and
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take advantage of lessons learned as ex1st1ng comm1tments are'_
'lactually developed ' Thls - means contlnumg our practlce ~of
perlodmally estabhshlng procurement blocks, although future
.V"blocks need to be smaller and w:Lll likely occur less frequently :
2) We need ‘to focus on alternative avoided costs,
which suit the characterlstlcs of individual projects and more
_ ‘realistically recognlze the. costs that are truly av01ded by our ’
"ncustomers when quallfylng fat:111t1es are ‘added to the supply
mix. One of the obv1ous characterlstlcs which would 1mpact
pricing is the ablllty to dlspatch these cogeneratlon un1ts in
- order to more closely meet current system needs. . v

Also, the addition itself of 1000 ‘megawatts of N
.cogeneratlon to the Jersey Central system, together, I might
add, with. about 500 megawatts of cogeneration which has been
developed or is under: development within the territory of our
two sister companies in Pennsylvania, has changed our forecastk
'of_avoided costs to the extent that we believe the BPU's 1981
definition, namel_y‘ PIM + 10% + capacity charge, is no 1longer
‘approprlate - That ' definition, we belleve, “served the State
- well in developlng initial ‘interests in- cogeneratlon However,
bas we move ahead, 1t w1ll be in the State's best interest to.
1dent1fy a truer measure of avoided cost.

‘We note that the provisions of the Public Ut111ty‘7
Regulatory Policies Act -—— better known as PURPA -- are
currently under review at the Federal level. We believe that a’
comprehensiye review would also be appropriate in New Jersey.
It may be useful to note that nelghborlng states are rev1ew1ng
“qualifying facilities development and how best to derive
~ customer benefits from such development . o —

Lastly, let me comment on what has been percelved by
some as one of the more 51gn1flcant impediments to cogeneratlon
" development " That is the issue of the wheeling of cogenerated
- power. 1 would llke to be as clearas»posmble that, if
g requested Jersey Central would be w1111ng to wheel cogenerated
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power to other utilities. I might also add that we are unaware
vofvanybcogeneration_project>that has failed to develop-as‘a_
result of any New Jersey'utility refusing to wheel powerv It
"is simply an issue which has not as yet — nor do we expect it
to in the future — 1mpacted cogeneration. , _
’ Based uponvour experlence, and for the reasons I have

" just stated, Jersey Central does not believe that there now
exists, nor will there exist in the foreseeable future,
impediments — again, non-environmental impediments'-—*'tovthe
orderly development of cost-effective cogeneration for the .
purpose of meeting the future powefvneeds of the State of New
Jersey. : | ,

Again, I would like to thank you for the opportunity
to deliver this statement. I would point out that there are
other representatives of Jersey vCentral and of GPU Service‘
Corporation here, if there are any guestions from the Committee.

ASSEMBLYWOMAN OGDEN I have Jjust a - couple of
guestions. When 'you say that Jersey Central is certeinlyv
~willing to wheel, I c¢:2ss the issue that will come up is, what
will the price be? | | | | |

- MR. BALDASSARI: Well, the issue of price has been one

which has receivel o sunsiantial amount of publicity, over:the
last year in particular. There are different methodologies for
the purpose of wheelling. 1 believe some of them have been

i

-generally referred to as "postage stamp rates," which basically
takes an average cross section of the wutility system, and
charges each customer for wheeling the same rate. That is a
rate which is employed by many utilities. It is one which
happened to be employed by Jersey Central where it has wheeled
in the past. | '
However, there afe other reasons — good and solid

-

reasons — for ad.ip:ing a so—-called contract path method. I

believe the issue of wheeling has two pieces. One 1is, 1is there
a willingness on the part of utilities to wheel power, and to
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my knowledge I don t know of ‘any utility in the State that has
- refused to wheel cogenerated power to other-utilities. The
second 1is the pricing. Up until recently, ‘when there was an_‘
~attempt to mandate a postage stamp rate on one utility in the
- State, I don't know that pricing wes‘ an issue either in the
State. It was perceived to be an issue. It was the ”subject of
some hearings. The result _of that forced postage stamp rate
was that the price became too  high, even hlgher “than the

utility was previously charging. As a consequence, I believe - |

there was a compromise which came up with a hybrid post_age
~stamp, which now again brings the price oflwwheeling to within a
reasonable level in the State. _ ' :
‘ Again, wheeling is an issue which has been addressed,
on a number of occasions. It has generally been under the
‘jur‘[lsdlctlon of the Federal Energy Regulatory CorruniSsion, I
’ continue to believe it has not acted as a prohibition or as a
 serious impediment to thevdevelopment of cogeneration. :

ASSEMBLYWOMAN OGDEN: You said you didn't think the
PJM + 10% + capac:Lty factor ‘was . appropriate any more. What are
the components of what you are currently offerlng”

MR. BALDASSARI: Let me take that in two pieces, so

'.there is no misunderstanding. There 1is no standard offer
‘currently pending for Jersey Central. We have exceeded our
“expectations for the signing up of cogeneration. Therefore,

there is no standard offer currently open. We are continuing
to negotiate with ‘several 'cogenerators' for pricing mechanisms
‘ | which would more closely meet the specifics of their projects.

'~ If we were to go back to establish a new standard
: :voffer'—— and we have indicated to the staff of the Board of
Public Utilities that we are willing to continue those efforts
— we would have to look at alternative supply mixes i‘n{co. the
future. We would have to go out 10, 15, 20 years, and see
exactly what our supply forecasts would indicate in terrﬁs of
costs to customers, under various assumptions of additional
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cogenerat1on development and the 1lack of that' development. -
The alternative cases would produce for ‘us a pricing’ level
whlch we  could .legitimately afford, in order to purchasei
further cogenerated power. Again, we continue to: believe thatht
some levelization is approprlate, lin ~order to make th65
'dfront end cost recovery on the part of the cogenerator somewhat
more assured, while at the same time we belleve that a  new
- vintage of cogeneration will have to carry with it protectlonsv
against risks that those cogenerators will not be there 5, 10,
15 vyears down the road, when the -economics turn and our
customers are"actually beginning to save money from that
cogeneratlon development .

So, I think that for the long—term pricing we seep°‘
looklng at true alternative capa01ty supply plans with and
: w1thout cogeneratlon as being the basis for its pr1c1ng Two,
we see the need to add some measure of protectlon to custcimers
-if ‘we are going to contlnue to have a front- end loaded type :
approach in our contract pricing. ‘

; _ ASSEMBLYWOMAN OGDEN:. One last questlon going back to
wheeling. When you said that you are certalnly willing to :
wheel, does that include wheeling to the end users for a
transmission fee? . - o S t

MR. BALDASSARI: At this time, no. The electric
utility sYstan, as it has been developed.over the last many
years,t has = been developed pretty much as a full service
System; It has been developed to supply customers. on demand.
We do not believe the use of the transm1s51on ‘system, or
wheeling from- a prlvate 1nd1v1dual to .an end use. customer. is
an approprlate use of that system. , o

I don't know ‘that it is a questlon that can't be
explored'further. I think it is a situation, though, where at’
the moment it would appear that there would be very fe&»to*di
gain, and the chances'of the redistribution of costs that would
result would actually be not beneflclal to the large number of
users of our system. -
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kAg"ain, ~this is " something that ~we look . at
‘periodically.. To date, we have - not determlned that it would be
.approprlate to condone that k1nd of use of our transmlss:zonv
system. ' o ~ o
" _’ASSEMBLYWOMAN OGDEN: Thank you very much.
MR. BALDASSARI: Thank you. L
' ASSEMBLYWOMAN OGDEN Next we have a. representatlve B
from ‘Publlc Service Electrlc and Gas, Mr. Arthur Coughlln
ARTHUR R. COUG H L I N: Good morning. My name is
Arthur R. Coughlin. I am the Manager of Cogeneratlon for
* Public Service Electric and Gas Company  On ‘behalf of the-
: Company,' I would like to thank you for the opportunlty to
appear -before your Comm1ttee ; ‘ - ' )
y,PSE&G s policy on coéeneration' has the folibw-ing“ |
objectives: : o | SRR I
1) To - encourage energy-eff1c1ent,  economical
cogeneratlon projects in the Company s service terrltory that -
are in the best interest of PSE&G's customers, PR
: 2) To offer to purchase the electrlcal output of any
quallfylng cogenerator at a cost that PSE&G would avoid in
produc1ng or 1nterchang1ng an equlvalent amount of energy, as
festabhshed by the New Jersey Board of Pubhc Ut111t1es S

- 'NJBPU; and

'3) 1In 'the event a qualifying cogenerator'loca’ted in
our service territory desires to sell its capacity to  another

. neighboring investor-owned New Jersey electric utility, PSE&G

wlll provide transmlssmn service to effect the transmission
~and de11very of the electrlclty to the nelghborlng electrlc
Cutility. T ‘ S
' Whlle it is dlfflcult to totally foresee the future'
v potent1a1 of non—utlllty ‘generation, PSE&G has recognized the
“importance and potent1a1 of cogeneratlon, o smali - power
productlon, and resource recovery facilities in our future
pro;ectlons and plannlng To ’date; the'Comp'any has contracted
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to purchase approx1mately 100 megawatts of cogeneratlon and o
 small power production. ' ,
Between now and the year 2000 -- 13 short years —
PSE&G is hoping to find some 750 megawatts of generating'
‘capacity from cogenerators and small power ptoducers in New
Jersey. In addition, we estimate that we will whéel from our
system to other utilities in the State another 460 megawatts of
non-utility genération. The Company Will be pfoviding wheeling
service for electricity delivered to JCP&L for cogeneratidn
projects in Bayonne, Kenilworth, Camden, and several others
where contract discussions are well along.

" A major element of non-utility generation in New
~Jersey 1is expected to be provided by' resource recovery
facilities. If all the combustible garbage produced in New
Jersey were burned as fuel to produce electricity, it would ;
provide 4% of the State's electrical needs. At the same time,
the problem of refuse dlsposal would be a long way on the road
to being solved.

_ In 1line with our ongoing efforts to encourage
cost—effectlve non—-utility generation pro:ects, ' PSE&G offers
potential cogenerators "Information Guides" to help them assess
whethér cogeneration makes sense for their applications. To
date, 314 guides have been distributed. , »

Existing cogenerators will be contacted to obtain
information about operating and cost data for their facility.
This information will. be used to develop case studies for
actual installations located in our service territory. The
case studies will be distributed to pbtential'cogenerators to
promote proven technologies. ‘ |

We assist potential cogenerators in  conducting
technical and economic feasibility analyses through an
independent consultant, free of charge. Since 1984, 375
customers have been contacted to participate in the'program}
Eighty-eight  ana1yses were Acompleted,  and results returned
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 directly to the customers by our consultant. Each
partlclpatlng ‘customer ‘was. advised as to the potent1a1 for
cogeneration, the type of faclllty that would maximize energy
savings, and the expected return on 1nvestment

PSE&G also prov1des a spec1a1 -Cogeneraticn
Interruptible Gas Rate —— CIG —— to enhance the economics of
cogeneration.  This rate is currently about¢ 26.4 cents‘_pere
therm. This is basically the commodity cost of gas, plus a
contribution of three cents per therm. : o
' In 1987, the Company has continued to accelerate
‘efforts in the development of mnon-utility generation by
}Creating the position of Manager — Cogeneration. The purpose

- of this position is to provide the optimum corporate,"

coordination of all cogeneratlon activities. The centralized
‘,accountablllty for cogeneration projects will strengthen dlrect
customer contact and provide improved coordlnatlon of customer
and Company requirements during comstruction. : ’

In conclusion,v PSE&G has an established positive
corporate pol1cy toward cogeneration. We have accepted and
included these technologles in our capacity planning and 1load
~forecasting and encourage cogeneration development byeprovldlng
“information and independent analyses to existing and future
- customers. - PSE&G recognizes the potehtial of cogeneration‘to
reduce the cost of energy. We are negotiating‘COntracts for
power purchase of cogeneration output in good faith and will
make every effort to market cogeneration to the fullest extent
possible. ' : _
ASSEMBLYWOMAN OGDEN:  Thank vyou. I apologize for
misPronoun01ng your name. I had the - wrong spelling here.

MR. COUGHLIN: That's okay.

ASSEMBLYWOMAN OGDEV Do you support the contract. path
u@thod for ‘wheeling such as Jersey Central subscrlbes to, -as
opposed to the postage stamp? '
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MR. COUGHLIN: Currently, PSESG has worked out ~an
agreement with the ‘Board of Public Utilities staff for a rate
that is distance related. There are three componentsvto that
rate: The first is a reservation for capécity for'the ambunt
of capacity — for megawatts . that will be generated .or_’
transmitted. Second, there is a loss factor, and third there
' is a small fee for administrative costs. So, each individual.
job will be looked at, the capacity that the cogenerator would -
require,’and the distance that power is ttansmitted ‘ '

ASSEMBLYWOMAN OGDEN: And, the other question I asked'
'Jersey Central about wheeling to end users for a transm1551on
MR. COUGHLIN: Currently, we are against that policy.
I can repeat some of their comments. We feel it is not in the
 best interest of all of our customers. While one partlcularv
customer might benefit--through lower operating costs, other:'
commercial customers, and certainly residential customers would
~ incur higher costs due to self-wheeling, or wheeling from a -
' prlvate customer to ar>ther private customer. T e_.’

ASSEMBLYWOMAN OGDEN: Assuming the costs are being
passed on in the rate‘baSe.’ ' ’ :

MR. COUGILIL.  Yes.

ASSEMBLYWOMAN OGDEN: - Thank you very much.

‘ MR.;COUGHLIK: Thank you. Copies of my statement are
available for anyone else. '

ASSEMBLYWOMAN OGDEN: Fine.

MR. COUGHLIN: Thank you. .

| ASSEMBLYWOMAN OGDEN: Next, I would like to call upon
the representative of the New Jersey Pharmaceut1ca1 and Food
Energy Users Group, Harry Kociencki.

HARRY L. KOCIENCKI: Good morning. I am_Ha’rry".w

Kociencki, Chairmzs <f the New Jersey Pharmaceutical and Food

"Energy Users Group. ' o | B o
Thank you for the opportunlty for our group to comment

on the 1mped1ment< to the growth of cogeneration in New Jersey.
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Presently, our group is comprised of 11 member‘
companies, representing approx1mate1y 75, 000 jobs in the State
of New Jersey. This group has ‘been formed out of economic '
necessrty to address energy issues and establish pos:tions toi
present our needs. Most -of our ‘member ~companies have
'cogeneratian plants, areﬁconStructing’cogeneration<plants, or -
 are actively planning cogeneration plants. - | N
7 - New Jersey Energy Master ‘Plan 1985  Most individuals
were encouraged when this Plan was issued. It presented a very
- positive approach to the New Jersey dilemma and offered uslhope
for the short term and longer future. Cogeneration is one of
the keystones of this Plan. ~Further, the ‘Governor supported
cogeneration in his annual address and through conferences and
meetings. | |

| There were qualified fac111ty filings for over 2000
megawatts in 1986 for New Jersey cogeneration plants, spurred
y on by the p051t1ve atmosphere adopted to date by the State.
'Added to this is the fact that 30% or "40% of the electricity
~used in 'the State - of New Jersey in 1986 was purchased from
‘outside the State. New Jersey's energy costs currently rank 43

out of 48 1n America. Since 1979, the State has 964 fewer.*

manufacturing plants than in 1vse. Also, 100,000 manufacturlng
‘jobs have been lost over the past seven years.

. Why would an 1ndustry consider cogeneration°

1) They_ are faced with national and 1nternationa1
competition. A | o ’ ;
’ - '2) Their energy costs are among the highest,infthe
nation. | | v : ’ '
o | 3) ‘Cogeneration‘efficiencies are typically over BO0%,
as compared to. a utility - central power ~plant eff1c1ency of

"_ about 35 '—— when it is running.

4) Economic survival -- not having to face closing
fa0111t1es and relocating to more economical, cooperative
regions. ' | o ' o
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What are some of the-p:pbléms:that*cbgenerators face?

| 1) Air’permitting process:'”This process canvtaké‘upr

to one year. Recently, targets are ‘constantly changlng and"

moving. Some of our guestions and/or concerns are: '
a) What constitutes "advances in the art* or"“state ,'

of the art"? o o ' »

'b) Do we just want to be the same or better than
California? . ’ ‘ . e
. c) A "levelized playing field" is desired. How about
vehicle emissions, central power plants,\conventional boilers,
and emissions from other states? i

Currently, the New Jersey Department of Environmental
Protection is preparing to 1issue guidelines for em1551ons from
gas turbine-powered cogeneration plants mainly fueled w1th
naturalb gas. It 1is our understanding that these guidelines
will be administered a~ rules in currently pendlng appllcatlons
and new applications. Nitrogen oxide is the emission singled
out with emission 1limits that are probably mnot achievable
'-Without utilizing'processes and~eQuipment which have'not been
demonstrated succeésfﬁlly in the United States. Imposing this
technology could kill many, or most, of the cogeneration plants
currently in the planning stage.

I am sure you w111 hear much more about this. subject“
in today's hearing. ’

- 2) Avoided cost buy-back rate for  excess
eléctricity: In plannlng and designing a cogeneratmn plant,
one must address the electrical and thermal requirements of the
~host  facility. In many cases, there is an excess. of
electricity generated. The current definition of avoided cost
is the subject of much controversy across America. The avoided
cost ﬁsed for establishing buy-back rates is totally different
than the avoided cost used by a utility in a rate case. A more
equitable buy-back rate is necessary.
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Also, we are aware that the Board of Publ1c Ut111t1es;
is currently dlscu551ng rev1s1on to the cost phllosophy for
'contractlng for cogenerated electrlclty used by Jersey Central'
.Power and nght Company and Atlantic C:Lty Electrlc, wlthout:

‘ 'sollc1t1ng 1nput via informational meetings or hearlngs,v

‘ 3) Wheellng/self—wheellng - ‘The ‘wheeling  of |
eogenerated power from -one polnt to anotherd has been thef"
¥:SUbject of mnoh controversy.‘ Wheeling can only be done with
the agreement of’the involved public utilities. We look for
this subject to ‘be ,openedv np for ”furthervsstudy ‘and

1nvestlgat1on o o : |

' We also 1ook for the ablllty of “a gqualified fac111ty
cogeneratlon plant to wheel excess power to other plants or-
facilities the. cogenerator operates in the ‘State of New
'ﬁJerSey Thls subject is covered in a bill currently introduced
in the New Jersey Assembly, and ‘we applaud 1ts introduction and

. ffar51ghtedness

; - 4) Real estate tax 1ssues for a cogeneratlon plant
~ The "tank tax" b111 requ1res further clarlflcatlon, 51nce it is

o being llberally 1nterpreted by tax assessors in reviewing a

'cogenertlon plant as. to what . represents real property versus
'.personal property ‘ ‘
In- addltlon - we 1ook for adoptlon of the bill which we
‘ understand is in the Commlttee that would ‘exempt a quallfled
fac111ty cogeneratlon plant from real estate taxes for a perlod
of flve years. ‘ , '
' '5) Natural gas issues fall into several categorleS'
a) Some gas utllltles have, or are con51der1ng,

spec1al cogeneratlon 1ncent1ve gas tarlffs One such‘ut111ty

" Public Service Electrlc and Gas Company —- has its CIG
‘ tarlff,_whlch imposes a heat rate restriction’ on gas used in a-
ycogeneration plant;l; As ‘mentioned ~prevmusly, a plant's
thermal, as well as electrical needs, are addressed . in
deslgning a cogeneration plant. o o
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In many cases, supplemental firing is req'ulred in a
_waste - heat recovery boiler to address the steam needs. ,Thls
process is more efficient than producing the same amount of =
~pteam in a stand-alone boiler. We 1look for »supplementafy
 firing to be recognized and addressed in the tariff, as well as
removing the heat rate.restrictidn and substituting.language to
satisfy the utility company's concern. This haS"been/'the
subject of meetlngs and discussion with both Publlc ‘Service and
the New Jersey Board of Public Utilities. _ '

b) Multi- fuel parity pricing of interruptible gas:
Currently, a cogenerator who requires additional gas to address
»sﬁpplemental firing needs is faced with a dilemma. The New
Jersey Department of Environmental Protection, in its air
permitting process, leads you to using the "cleanest fuels."
' Therefore, most supplemental firing 'is natural gas backed up by
fNumber 2 fuel oil. When natural gas is  interrupted, the
cogenerator then activates his backup fuel. Most New Jersey
- Department of Environmental Protection permlts say natural gas
must be used, except during perlods of utility company
interruption. -~ This 1s totally different than the classical
interrUptible gas definition, whereby the user is free, because
of pricing available at the particular time, to switch from gas
to his backup fuel, or vice versa.

We look for this new class of cogeneratlon backup fuel
to be addressed in a new tariff. o ' ,
| c) High pressure gas service: Most gas service to a
cogenerator's plant by the’public utility is at low pressure.

High pressure gas is available; however, the utility claims

that since service is already provided, all costs for high
pressure serviee must be borne by the cogenerator, with no
recognition in rate structure or :educedicosts to cover this
situation. This is leading to many cogenerators investigating
 the potential‘to_by—pass the gas utility’and find service by
~ others.
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| d) Belf-help/transport gas: The gas ‘distribution
companies in New Jersey have established, with the Board - of
oPublic Utilities® epproval very highvtransport rates for use
of their distribution system to obtaln this lower ;mlced gas
~ from the wellhead. . In all cases, the- cost for ‘transport w1th1n
the system in New Jersey exceeds ‘the cost charged by. the
interstate pipe lines to bring it from Texas and Louisiana to
New Jersey We look for these rates to be reduced o
We appreCIate this opportunity to express our group's
views, and look forward to working together with your Committee
in resolving these issues. Thank you. | v
ASSEMBLYWOMAN ~OGDEN: - Thank you very much, Mr.
Rociencki. You raised a number of issues here. Can we assume
"that the order in whlch they were ralsed —— starting with the
air “permitting process* “and ending up w1th the self-help
,transport gas—— Is that the order of prlorlty your group feels
these issues are’J . B
MR. KOCIENCKI: I would say, in general, yes. |
ASSEMBLYWOMAN OGDEN: I guess one question I had about
a bill of mine which was’exempting the qualified facility from
the real estate taxes for the first five years of its life—
The reason I wasn't able to move that through, together with
‘the other two bills that Senator Dalton and I moved through in
~both houses, was because of the strong opposition of the
municipalities there. I ﬁust konder, in pushing for this, how
importént you think that is. I mean, is that a make or break
‘issue, or is that Jjust one issue of a number, so that if you
put them all together. and they were all adverse there could be
" & no, as opposed to a yes ‘for a go—ahead? ‘ _

'~ 'MR. KOCIENCKI: I think it is more the latter. I
think it is just that any of these perceived impediments, once
they are removed, can do nothing but further benefit the
cogenerator's case.
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ASSEMBLYWOMAN OGDEN: Thank you very much for being
here today. 1 also thinksit_is»appropriate.that,all of these
compenies have joined together, and have you as a spokesmen,fof‘
their'common,conCe:ns; It helps in the presentation for all of
them. o | D : |
‘ MR. KOCIENCKI: Thank you. . .
ASSEMBLYWOMAN OGDEN: Thank you. Next, I would 1like
to call upon Mr. Bruce Levy of Energy Instltutes, because’hev
‘also has a time deadline. o | -
BRUCE L. LEVY: One slight correctlon The name of.
the company is Energy Initiatives, Inc. It is one of the most
commonly mispronounced, misspelled names we could have chosen.

‘ e.Energy Initiatives is a subsidiary of Jersey Central.
Power and Light. I am responsible for cogeneration project

development at Energy Initiatives. We were established several

years ago to promote the development of cogeneratlon throughout
the State. In that rposition, we have had to face most of the“
impediments to successful implementation of these projects.

Our experience spans all sizes of cogeneratlon, from a
'small 60 kilowatt system we installed in a senior citizens'
apartment building to a 60 megawatt system we are 1nsta111ng in
tMarcal Paper Milile -~ =“'mwnnd Park.

I would like to address the 51ngle factor that we feel
remains the biggest impediment to full-scale acceptance and -
implementation of'cogeneration;'and that is the legislated and
regulated uncertainty associated ~with cogeneration.  In
developing a cogeneration project of any type or size, many
things must be ‘considered. bThese_ include: fuel supply,
~electrical interconnection with the utility,,permitting on both
State and local 1levels, financing the project, contracting,‘
and, finally, the installation of the project. ’ ;
f' There have heen various efforts made in New Jersey by
‘legislato:s, regulators, and other government agencies to help
‘cogeneration project ‘ecohomics, and to simplify the steps.
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needed to cogenerate. - These ~efforts include:  exemption of
‘cogeneration equipment from State sales tax, exemption : from
natural gas use on gross *receipts of franchise tax, issuance of
5pec1al cogeneration gas ‘tariffs by gas ut111t1es, and the -
issuance of  tariffs by electric utilities defvining'
interconnection requirements, stand—by charges, and pricing for
utility putcha,se of excess power. The proposed issuance by DEP
of environmental guidelines for emission limits will also help
to simplify the implementation of cogeneration. These efforts
“have, indeed, helped many small-scale cogeneration projects by
defining the environment in which cogeneration must work — the
economic and regulatory —— and have provided sufficient support
for many small-scale installations, as evidenced by the
hospitals, nursing homes, YMCAs, and other'apavrtment'comp’lexes'
which are now cogenerating. | -
~ Medium and 1arger  scale cogeneration projects

» gener'ailly must be deVel'oped and Dperated in a slightly
different enviroﬁment.'. They are not as well off in the area's
defined environment. The main differences are: These
projects, in general, depend oh_ the sale of some of their
output to the utility, Also, these projects, due to theirr”
larger size, are subject to noLE intense scrutiny by DEP, and
'may have to meet more stringent requirements. And, lastly,
since these,projecté ‘usually require new buildings or building
extensions, construction of these plants requires approval of
:local planning boards. | B

- I would 1like to review the situation which ex:Lsts, or
has existed, on these issues, and why it has tended, to 1mpede
the growth of cogeneration. A

On. ut111ty buy—back rates: It has been agreed by
utilities —- we heard them say earlier — my parent company and
others allke, and regulators — that long-term contracts are
requlred to support cogeneration development Despite this, in
the past two years since my company's formation, such contracts
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have only been available for about flve‘months - two months in
1985 and three months in 1986. _ ‘ : ' T
- In the meantlme, potential cogeneratlon pro;ects wa1t

and progect when and at what_prlce future power contracts w111‘_-'

be available. These delays have been due both to extended
utility and regulator negotiations between purchase offers, and
~ then once a purchase offer has been issued, the gquick
~ subscription of these offers, due to lack of controls on these
contracts. ’ o L
‘ One type of control we feel is very 1mportant would be
' some sort of limit on the contract 51ze, so that five or six or
seven oversized projects do not closefeut future offers, as
they have in the past. ‘The two or three months the purchase
offers have been opened in the past are completely inadequate
for reaction response: by operating industrial companles which
’represent the heart of New Jersey 1ndustry |
- Assume, however, that your company is one of the lucky

few who obtain a contract to sell power, as mine was. Of the

three or four successful contracts in 1985 Jersey Central
offered, all were located in Public Service's territory. As
such, wheeling of the powef output'was required. As many here =
have discussed earlier, Wheeling rates have new been set, after
intervention by regulators and other State agencies, and a
policy has been put into place only 10 months after the
cbntracts have been igned at Jersey Central. As a matter of
fact,_some contracts are still in negotiation for people who
51gned purchase contracts with Jersey. Central in November,
v 1985 While that issued is resolved, it is Jjust an ‘indication =
" of how long it takes to get from Point A to Point B. i
' The secondary area which larger projects must deal
with —— which has been talked a lot about —- is the’treatment_
by DEP for envi'ronmen'ta1 emissions. I am going to 1limit my
bremarks on thls issue, since much discussion has already taken
place, but I think it is 1mportant that we have to take our
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Ieposition : Cogeneratlon cannot wlthstand any 'DEP effort to
: limit emlss1ons on mew. sources. to make up for what is perce1ved .
to be excess em1551ons from ex1st1ng sources. Imp051t10n byl’
DEP of exces51ve emlss1on .control requlrements can severely
‘crlpple the economlc health of any cogeneratlon project. "I
ubEIIEVG, however, and 1 was glad to hear Dr. Berkowitz ~say this
'morning, that loglc may, in fact, preva11 in DEP's 9051t10n,'
when issued, reflecting assomewhatrsoftenlng of their earlier
p’ositionsl' If this does ‘occur  — and I hope it will — it

o 'should be noted that it was only as a result of months of long

'lobbylng and negotlatlon process which has held up 1ssuance of
‘.several a1r permlts by more than a year.. .
‘ The last area I would llke to discuss is that of local
town plann1ng boards These bodles,‘establlshed to protect the
safety ‘and environment of the 'many towns which make up New'
Jersey, can'1often‘ delay, “and even kill, a cogeneratlon
,prOJect 7'While - some townshlps‘vare' reasonablev»lnv their
fexecutlan of thelr respons1b111tles, others can,be,”and are,
- uncooperatlve 'and - anti- ~-industry, 'trying their  best  to-
-dlscourage cogeneratlon pro;ects of any type - Problem-wise is
the fact that most cogeneratlon 1nsta11at10ns require - some

jvarlances from local ordlnance.,,,,due to bulldlng height block

_coverage,f or, in: the worst possible case, allowable use of a
.zone, Requests for varlances are almost v1ewed as forerunners
-~ of certain destructlon of the local env;.ronment_ Despite

- presentations by .appl_icants of _‘e'xpert - witnesses to review

~technology, safety, and the impact on a town, planning boards
almost always decide cases on ,emotional and political
- prevss’ures. These issues, I should -poiht, out, would only be
compliCat‘ed by any tax exemption, despite how much we would
like tax exemption. Taxes are always a major issue in the
‘review of app11catlons ‘ ‘ ’ ‘

| ‘In. many cases, these same emotlons govern a  town
planning meetlnor where« no ‘variances. ~are sought at all.
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" Cogenerators are given the impression that cogeneration is not
. wanted in many towns, along with .industry that is already

~there. Most of the experience I refer to is with clean,:
gas-fired site plan groups. Several efforts by my company to
consider coal -- waste coal-fired facilities — which we heard

‘earlier are desired by utilities, have been given Such'hostile
treatment that site plan approval requests were often w1thdrawn
or never submitted.

- As you can see, cogeneration projects, despite’théir'
generally accepted economic and environmental benefits, face
ﬁany challenges with State and logal situations the way:they
are now. Many problems are due to fear and mistrust, mistruét
that utilities will pay too much or too 1little for power,
charge too much or too little to wheel power, that cogeneratbrs‘
- will pollute too much, and will be an unpleasant neighbor. I
‘believe ’hat many of the laws which exist, both environmental
and utility regulation, already safeguard against mahy of these
_problems and potential abuses. When it is necessary to deal
with conflicting jurisdictions and other conflicts which lead
to delay, there is no known environment for cogenerators. ‘

I appreciate the opportunlty to present these facts,
and I would be glad to answer any questions. .
 ASSEMBLYWOMAN OGDEN: -Thank you, I just have a few.
In connection with the reaction you usually find unfavorable by
the local planning boards, aren't the facilities, by and large,
‘being added on to an existing plant, or maybe in the case of a
hospital, it is something relatively small on the inside?
| MR. LEVY: Well, again, there might be two or three
classes. I think DEP has broken three classes out — very
small ones -- which very often can be installed inside of an
existing building. The same issues do not apply there. Medium
and larger cases, where either a building extension or a
completely separate buiiding is required-- Some sort . of
planning board approval is often reguired in such cases,‘even
for a simple construction permit —-- a site plan approval.
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* ASSEMBLYWOMAN OGDEN: But, the industrial plan is
“usually there itself, isn't it? o . . o
. 7.0 MR. LEVY: Yes, in every case- ‘We have had'avcoople'
of 1nsta11atlons where we ‘have tried. to site"small power
’fac111t1es whlch e11m1nate 'waste fuel, whether it be 'waste:
water or waste coal, which do not have an industrial facility.
- 'We have generally ttied:to'site these facilities_near railroad
,sidings and 'in one particular instance, in ‘an old coal
}treatment facility that has been shut down for several years

'~ Regardless of that fact, it was viewed by the town as almost an
“evil proposal. '

ASSEMBLYWOMAN OGDEN Another point you brought up 1n_'

hterms of the contracts—— I believe you said that in 1985 for
the long—term contracts, there was only a five-month period and

three months 'in 1986. That seems so-. short that one . wonders how .

any long-term contracts are negotlated » _ 7
MR. LEVY: Well, what you. have is a variety of
companies —— some industrial companies, some development

companies -- ‘that are working, basically, on speculation that ;’

there will be a buy-back offer made. There is, at any one
tvtime, Several hundred- or even 1000 megawatts of.cogeneration
A‘power under development, and when a utility does issue a
 standard offer, ‘these developers —— and I am among theﬁ1‘——
pounce on the utility and very. qu1ck1y close out any offer. I
~would say the only reason it took three months to- close out the
offer in 1986 was because Jersey Central had a requlrement in
that offer that a fac111ty must have attained quallfylng
’facility\Status, and that takes 90 days to get under statutory
| law. There were ‘a few filings on the QF. The hlghest level of
.flllngs -ever in the hlstory of any one state occurred after-
ﬂSeptember 1, the date .Jersey Central issued that standard
offer. It was closed out before December 31.
ASSEMBLYWOMAN OGDEN: What is happenlng now in '87?"
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‘ - MR. LEVY: 'Well, right now, nothing. I have several
projects, and I am sure many others' do, whlch are basmally‘
waltlng for the next standard offer,‘whlch I heard today is not
going - to be forthcoming teo soon, and ;I imagine underi
completely different formula than has been used in the past.
B ASSEMBLYWOMAN OGDEN: Did you say that you have signed
'contracts without deciding the buy-back rates for more than a
' 10—month per10d’ v _
’ MR. LEVY: ©No, I be11eve I was referrlng to the factc'
that I had a buy-back contract——
.. ASSEMBLYWOMAN OGDEN Oh.

MR. LEVY: —but no wheellng contract .

ASSEMBLYWOMAN OGDEN: I see. Just ‘one last questlon
In connection with the testimony from Public Service, basically
what they seem to be doing is providingrinformational data to
prospective cogenerators. Do yuu actually provide financing?

MR. LEVY: We, as a company-- We are Kknown as a
development company. What we have found is that even with our
basic full-time invcivement with cogeneration, there are a-
greet many hurdles to pass, and that companies that are in the
business of producing paper,‘fcr example, don't have the.time“

“to be aware . ol wi- e intricacies of buy-back rates and
contracts. ~When we provide project development, we provide
everything —- all the contracts and the construction management
involved in that. We also arrange for f1nanc1ng We, as a

company, do not finance them ourselves.
| ' - ASSEMBLYWOMAX QGDEN: Thank you very much |

Next on the 1list is ©Nancy Holmes, ‘Cogeneration
Partners of America. R - o ;
NANCY ‘'HOL MK E S: Madam Chair and other members of the
Committee: My name is Nancy Holmes. I represent a ’ccmpahy
called Cogeneratic= DPoriners of America. It is = newly formed'
company in joiht ownership between Atlantic Generation, Inc., a
" wholly owned subsidiary of Atlantic Electric Company, and
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Ohésite Power Systems, ‘an affiliate of the"Morris—Rospond
~Group..* The Morrls—Rospond Group has - been a leader 1n.‘the

o cogenerat1on ‘field, both 1n51de and out51de New Jersey, for a

~ number of years, having. 1nstalled ~some .of  the . first
e cogeneratlon systems in New Jersey ‘and Ohio. h

_' In -a precedent . setting case, 'MRG was successful ‘in -
'havinghthe:Pennsylvania PUC require that Pennsylvania electric
utilities . provide ’haekup serviCe to  third party owned
eogeneration systems. The case reduced the impact of the
_Federal  Energy Regulatory_ Commission' 5 ALCON decision,

~ especially ‘since ahout‘ two-thirds of the states have state

utlllty regulatlons similar to Pennsylvanla s.
' We are, therefore, pleased to have the opportunlty to
address the Committee and provide 1nformat10n on what we see as
problem areas and 1mped1ments to cogeneratlon in New Jersey.
The - problem areas we~3 see 1nvolve electric utility

unresponsiveness’ 1n the areas of stand-by rates, demand

clauses, excessive interconnect requirements, and wheeling;

unfair- gas transmission rates and clauses, plus the

‘h ava11ab111ty of gas; and unreasonable environmental regulations.
. Those are not necessarily listed in the order by whlch
we stress the 1mportance of thew.

By every ‘independent forecast, the potential for
cogeneration is substantlal in the ©United States, ‘and
 particularly in New Jersey with its large industrial base,
Cogeneration 1is 'an ‘excellent means of keeping: New Jersey's
- industries competitive with their counterparts in other

states. It impacts the bottom line. Every decrease in'eneroy
costs decreases the cost of a manufactured product or service.
, . But  to fac111tate the growth of this fledglng'
industry, the impediments to its growth must be decreased or
.rem0ved."The electric utilities 1n the State must become more
responsive  to ‘cogeheratioﬁ,‘r either voluntarily  or -
invoiﬁntarily. FStand—by »rates,' demand clauses, excessive
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interconnect fequirements, and wheeling charges and requirments
are areas that need improvement. _ ‘ '.
- Stand-by rates must fairly reflect the utility's cost
of producing and supplying power for a cogeneration ,fécility.
Any rates-that gouge the cogenerator are counterproduct1ve. ‘
" Demand clauses ‘are  another  impediment to
- cogeneration. They unfairly: reflect the cogenerator‘s demand
for electricity, because of the manner in which they are
figured. A more realistic definition on which to base demand
charges is needed. For example, an average of the five hi'ghest
' demand peaks in one month would more fa:Lrly reflect demand than
simply the highest peak. ’
Electric utilities are  reguiring  excessive
‘v :Lnterconnectlon equipment. Obviously, it 1is 1in . the best
interests of both the cogenerator and the utility -to have a -
ksafe interconnect. However, overkill is unnecessary and an
:meedlment to cogeneration development. , | ’ |
The nation's utlllty systems are becomlng “more .
:mterconnected and dependent. The market for power is becomlng
national. Utilities can no longer be narrowly focused on only
their service territories, but must look to the entire Sta_te's -
electric grid and outside the State's borders. Utilities need
to implement fair and reasonable wheeling charges to'heva
- facilitate the flow of electr1c1ty |
, The Legislature should urge the State's utilities to
be reasonable and fair in their dealings with cogenerators.
The Legis.lature‘ should reqﬁire the BPU to ensure that the
utilities are being reasonable in their dealings with
cogenerators. | ' ,
- Access to natural gas is 1limited in New Jersey,
'uespeciyablly in ‘the southern part of the State. Transmission
rates and contract clauses create problems for 'cogenerators',‘
- The Legislature should encourage new pipe lines for natural g‘as
and help create an em}ironment favorable for this to happen.
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Although the Leglslature cannot dictate gas transm1s51on rates},
- or. contract clauses, it can go on record as supportlng;‘
‘reasonable rates and contract clauses and can requ1re the BPU__

"to review and remedy unreasonable charges and contracts

Environmental regulatlons MRG has had the
’opportunlty to work with Env1ronmenta1 Protectlon Departments'_
"in: a number of statesiln New England, the Midwest, and the
; Mld—Atlantlc states,_plus New York. Nowhere is the bureaucracy
‘rworse than in New Jersey, especlally in the Air Bureau.
| DEP" s Air Bureau has added a whole new dimension to
‘the risk involved 1n'cogenerat10n projects. The Air Bureau{is
’dlsorgan1zed phone calls are often bounced around because no
one seems to know who can answer the partlcular questlon I
"have a very recent example of that. . I called down to DEP to.
'obtaln a copy of their 1985 Air Quallty Report, and'lt'took me
three people to get. to.someone. who knew who the r1ght person
was, and give me the phone number. It took me two days past
that to finally get someone to answer that phone v
‘ The time requlred to obtaln a permlt is unreasonahle
and causes costly delays in projects. It appears . that the
o.Department routlnely returns. appllcatlons for 1nformatlon that
could be obtained over the phone in order to meet the 90 —-day

’7>11m1t 1aw Once app11cat10ns are deemed complete, 90 days arejv

~often exceeded because of DEP's backlog and first come-first
'lserved policy. The s1tuatlon 11s a serious impediment to
cogeneration in New Jersey. o

v ' As if the time delays and bureaucratlc red tape ‘'do not
~ provide enough prOJect r1sk the regulatlons DEP 1mposes.and
. the methodology’ used to determine them are at best'arbitrary
[and'capriciousf A primary example is DEP's recent attempt at
NOyx 1limits for natural gas—-fired turblnes in cogeneration
systems. o o | | ’
| It is tlme to quit playlng a semantlcs game DEP gets
very defens1ve when you dlscuss ‘their proposed regulatlons, and
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states that they are not regulations, but guidelines. What is '
the difference, if, as a cogeneration developer you still must
meet the requirements of their guidelines? What is the
dlfference between a workshop and a public hearlng, “if  the.
1nformatlon gathered from the workshop is used as. though it
were 1nformat10n presented at a public hearlng" ‘ ‘

- The situation is absurd. 1f DEP can ‘circumvent
existing laws by calling somethihg a guideline instead of a
regulation, then it is the duty of the Legislature to stop the
practice ‘and ensure that all SBtate departments follow the
correct procedures"for enacting new regulations. _

' 'In  January, the De‘pa.rtments of  Environmental
Protection and Commerce held a ‘workshop to solicit comments
from cogeneration developers on Selective Catalytic Reduction
technology. DEP, at that time, felt that SCR represents the
best available control technology, while workshop par-ticipants,
several with actual SCR experience, overwhelmingly felt that
the technology is not state of the vart, but rather a technology
that fits the definition of lowest achievable emission rate
technology. »

SCR is extremely expensive technology that can
literally add mﬂll*ons of dollars in capital costs and
thousands of dollars in maintenance costs to the cost of
projects. If SCR technology were required for small projects,
it would render these projects totally uneconomical.

SCR technology is not rellable in the Un:Lted States,
although it appears that the Japanese have had some success
with 1t This unreliability adds to the financial rlsk a
-potentlal project financier must examine. |

' If SCR technology is adopted as state of the art for
cogeneration prOJects in New Jersey, it will kill this fledging
industry. : ' o

Environmental regulations are a nmecessary cost of
doing business. As long as these regulations are not unfair,
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- unreasonable, or £conomically onerous, CPA has no problems"’with .
» “them. : : , L :
’ We understand however, that a recent draft of DEP's

new Nox regulatlons will have a maximum emlss1on rate based on

- heat input. v‘It appears doubtful that the _hlghe_r 1nput‘:

cogeneration systems can meet the‘ guidelines without. SCR

equlpment . :
EPA's New Source Performance Standard for Nox is 75-
parts per mllhon. Water/steam injection can bring the NOx
emissiOns from gas—-fired turbines down to roughly 40 to 45
parts per mllllon It is claimed that SCR' technology',c‘an bring
the NOX level down about 25 parts per million. When EPA states
that moving vehicles are the greatest single source - of NOx, it
‘-lS difficult to believe that requlrlng SCR technology on any
gas—-fired turblne will 51gn1flcantly reduce the State's NOX
v’emlsslons It could, however, kill cogeneratlon in New Jersey.
We urge the Leglslature, through this Committee, " to
draft legiSIation streamlining the._'permitting prdcess for |
cogeneration 'proj'ects, ‘because the DEP permit,ting_ process 1is
the weakest link in cogeneration 'developmen't in New iJersey.‘
The current situation with its long bureaucratic delays is
unreasonable, costly, and untenable. .

" , CPA would certainly welcome the opportunity to work
w1th ~this Committee- to ‘help to facilitate cogeneration
development in New Jersey | ‘

Thank you. : : : S
ASSEMBLYWOMAN OGDEN : 'Thank you “ very much. Do you

“think that ‘with New Jersey being the most densely populated»' B

state in the nation, and’ with air pollution being a concern of
ours and, therefore, DEP'being "the Department charged with
'_keeping ~our air as env1ronmentally clean as possible, and
working toward even reducing emlssmns——- Do you think that :
maybe the best way for 1ndustry is for DEP to set standards, as
opposed to specific technologlzes, ‘and allow the industries, at’
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different levels — for instance, as Dr. Berkow1tz p01nted out
this morning, the three dlfferent levels - and allow the

industries themselves to choose what - technology they Wlll’iyj

employ in terms of air emissions? : : ; 3
~ MS. HOLMES: Well, certainly that would glve prOJect
developers flexibility, you know, if they knew the standard to
" which they would have to meet air pollution requlrements ‘Then
they, in planning the engineering and all of the thlnge~that go
into that project, could certainly plan and build in
flexibility to meet that. So, from that standpoint, that would -
‘certainly be a good step, you know, giving . the  deve1oper
flexibility. ' ' L
ASSEMBLYWOMAN OGDEN: One 1last guestion: In dealing
with the Department. is it your feeling that maybe they aren't
organized'fromka public information standpoint, or do you think

it is more a question of not having the neceséary personnel?

e MS. HOLMES: I think it is really, well, maybe' a‘
oombination, but it is primatily' personnel. It appears that
>they are just SWampeﬁ and can't deal.with 1200 applications,
you know, 450 a month, or whatever. The people just simply
aren't }in place to facilitate getting those applieations
through. : ' | ‘ '
ASSEMBLYWOMMN OGDEN: Thank you very much. Next,

Robert Kostal, from Encrgy Factors. ‘ S _
ROBERT J. KOSTAZL: Energy Factors welcomes this
opportunity to submit testimony to your Committee. We are a
developer and owner of cogeneration facilities thfoﬁghoﬁt the
United States, and currently have 75 megawatts of capacity
on-line and over 450 megawatts under deveiopment. In early
1986, we opened our New Jersey office to promote development of
projects in the northeastern United States. I am the Business

Development Manacer f2r that office. B »
k' Two of the facilities under development are in New
Jersey with the Schering Corporation as the host company.
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. ‘These are a 25 megawatt facility in Kenilworth and a seven ;
~ megawatt facility in Union. o -
Cogeneratlon, by 51mu1taneously generat1ng electrlcai
and thermal energy in a 51ngle facility, achieves a much hlgher
overall fuel eff1c1enqy than separate electrlcal and thermal
energy generations. = This efflqlency “improvement translates
into lower energy costs, prOViding industrial growth and jobs.
These benefits are recognized in promotion of cogeneration
nationally through the PURPA legisiation, and in New Jersey
through the Energy Master Plan, support from the Governor's

office, and this Committee._

In addition to the economic benefits, the vastly
improved fuel efficlency results in lower air emissions than
',would occur from the displaced boiler and existing utility
generating stations. | |
| Nevertheless, in spite of these _obvious societal
benefits, Cogeneration development in New Jersey is facing
obstacles that will severely restrict or stop its growth.
These 6bstac1es include: 1)  Possible new air emission
requirements for gas- —fired turbine facilities; 2) taxation
changes; and 3) insufficient av01ded cost rates. I would like
to briefly address these issucs. ' '

With regard to p0551b1e new air emission requ1rements
for gas- flred turbine facilities-- These comments that I will
make are belngbmade without the update,,if you will, from the
sensitive discussions going on between the Department of
Commerce and DEP. Jorge Berkowitz gave us a slight insight

into thét.v What I heard this morning was encouraging, andAWeb
hope it will keep moving. We sense that that is‘the‘way it is
:moving. o v ’

‘But, prior to December, 1986, DEP had an air emission
'*policy'for,gas—fired ctogeneration units that did three things:

- ~1) It established NOyx emission levels that could be
met w1th water or steam 1n3ectlon These were well-proven and
economically viable technologies. ’ '
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- 2) It required calculations to determine what
~additional NOx reductions could be made by using SCR, an
extremely expensive technology. If the cost per pound of
additional NOy removal exceeded certain reasondble guldellnes,
SCR was not requlred

.3) It allowed the use of SCR technology in larger'

facilities to eliminate the lengthy PSD ;ermlttrng procedure, -
thus providing earlier completion and revenue flow ' '

Given these rules, developers planned projects and.
negotiated the critical contracts with host.companles for steam
and power sales, with wutilities for power sales, and .with
- turnkey contractors for the engineering ©procurement and
construction agreements. | o o

Facilities were designed and prellmlnary meetlngs held
with NJDEP to ensure correct permit submittals. Air emission
permits were submitted, zoning permits obtained, and financing
arrangements started. | - _

In» ‘late  December, we learned that NJDEP was
con51der1ng a new set of rules requ1r1ng SCR on all. fac111t1es
above 10 megawatts and those requirements would be retroactive
to all projects, even those with previously submitted permits.

‘The Department of Commerce and Economic Development,
recognizing the severe impact such a ruling would have on
cogeneration development, arranged an informational joint
meeting with NJDEP in January, 1987. During that meeting, and
at subsequent meetings during the past. two months, the
following 1ssues were raised, but not resolved: '

1) The economlcs of SCR. : For our Kenilworth
 facility, SCR would add $1.5 million in initial cost and
:~$500,000 to $1 million per year' in additional operating and
réduced - plant reliability costs. 'Will the ©previously
“'negotiated contracts support these costs? Are the ‘benefits
worth the expenditures?

2) SCR 1is a new technology w1th llmlted performance
history.
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'3) “Will SCR work properly in New Jersey, where units
“must fire both gas and 0il due to our interruptable gas supply? |
| ' 4) The NJDEP concern with NOx is in its role of a
precursor of ozone. .Thi‘s -r.el‘ationship is 'fco_mplexr and not B
universally accepted | . e | SRR
v - . 5)  Can the requlrement for SCR be replaced w1th a
performance ‘standard eq'ulvalent to SCR” Under the current'
‘market condltlons, thls results in de facto SCR, since ‘steam
and water 1njectlon cannot now dellver the lower Performance
cr;terla on ‘a guaranteed  dual ;fuel—flred basis. = Without
'guarantees_, the ,pro:jects are not financable and will not
proceed. | Rt R L
' ‘I might add, when I talk about flnancable, 1 speakk_‘
about it from a developer s pomt of view, or seeking 'out_yside
'flnanc1ng, but it is really no different for an in-house
,corporatlon to go to its board of directors. . "It ha;s’ to be
flnancable to them, ‘also L B e :

- 6) For a given fac111ty,‘can‘ permits' be ‘issued at. R

ex1st1ng performance levels and. then lower performance levels

‘be 1mp1emented 1n f1ve years" This idea  is deceptlvely‘
‘ attractive, but it doesn“t work.‘ ’Eavt':h' syst_em’ configuration —---
' water injection, steam _inj’ef;:tion, or SCR -- ‘requires different
design, e.quipment, anci‘ layout " The choice affects orlglnal

'~ _contract ’negotiations The pro:;ect des1gn ‘must be- complete and

able to meet all current and future permit ‘criteria to obtaln'
‘flnanc1ng ' ‘ R :
| - There are- three sets of crltlcal contracts in one of
these W:Lth the- flrst if you are deallng Wlth a host company,'

_you have to have an energy serv1ces agreement with him, in i
‘- which you are go:nng_,to .probv1de certain thermal and possible

electrlcal needs. The second is if you are selling excess
‘power -- contract “to sell that power to a ut111ty “The third
is your turnkey contractor == your : englneerlng construct

contract. And, a fourth. would "be a possible wheeling
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contract. These are carefully interwoven contracts. They all
‘have to feally be in place ax_id structuraliy ‘sound to take to
the financial community. The financial ‘community will look at
rt and want "{to make sure that any future permit_,requirement‘s’.
‘are in place at the beginning of the project, because, as far
as they are concerned, their debt coverage has to be made.
| So, we feel that issuing a permit now at one level,
and then saying that same facility has to meet some lower level '.
at a future date, really ends up being a non-financable or a de
facto SCR project. ‘ | : ‘_
| 7) Should a policy ‘change. of this magnitude,
complexity, and controversy be ‘resol\"’ed in a publicv hearing
format, or as published guidelines or rules? If guldehnes,
'are they flexible and, if so, under what condltlons‘> ,
_ I might add here that however that ‘is resolved, we
really need open discussion between .DEﬁz and the developers.
When we submit our calculations, if they are makinq ’economic‘
input,' we would 1like to see theirs as to how they do  that
economic input, and an open sharing, whether that is an open:
sharing at a public hearlng or an open sharlng on a per—pro:;ect
basis. . ‘ v
| ASSEMBLYWOMAN OGDEN: Are you saying that has not
occurred so far? o , . o ,
- MR. KOSTAL: Not to the extent we would like to see it.
As I said, these discussions are not resolved, and are
continuing among DEP, Commerce, and pro;ect developers We
- sense that all parties are more aware of each other's needs.
and trust that a just and equ1tab1e solutlon will be found We

- suggest such a solution could be

1) All mature -— in other words, de\}eloped projects
'— be allowed to proceed under the emission guidelines undef
which they were developed. | ' '
2) a1l prospective projects be permltted to use the
best'available water or steam injection. Establish goals and
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tlmetables for progress1vely 1mproved performance standards to
create an- 1ncent1ve to. equipment ~supp11ers to develop the
necessary 1mprovements. ’

©3) Allow cogeneratlon facilities to claim credits for
both dlsplaced thermal enerqgy and displaced ut111ty generation._

' Incidentally, Californla, which is “the state that»
mandates SCR ,i’n certain areas, does allow for that type of
coverage. | . o v .
' v 4)' All parties agree to rev151t the issue in the near
future — let’ s say in 18 months — to measure the progress ,
and, lf necessary, . reexamine SCR ~and other developing’
technologies. In the past month, both Argonne and Sandia’
Laboratories announced new, non-SCR chemical NOx rednction
.processes, w1th progected significantly lower costs

5) NJDEP and Commerce conduct a publlc forum on all

sources of ozone and Nox, and review p0551b1e action to reduce

‘those sources. The proposed additional NOx removal for
cogeneration facilities is a very small portion of the total
NOy emissions in New Jersey. ‘ o
We are submitting copies of our correspondence with

'DEP regarding this. matter, as well as ¢ orrespondence from
gorganizatlons of which we are members This includes »the
vCogeneration Coalition of America and the National Association
of Energy Service'Companies to DEP, and the New Jersey Bus1ness
.and Industry Assoc1atlon to the Governor

‘ The law seems very clear to us, 1n ‘that the eguipment
riportlonr of +the - fac111ty is not real property, but some tax
- assessors are con51der1ng this to be the case, and treating the
entire .fac:xl:tty as real property is a serious impediment tov‘
‘togeneration. | , : r
| With regard to insufficient avoided costs, JCP&L's
initial 200 megawatt offering for coceneration had attractive
~avoided costs ‘These rates were‘ SUfflClent to support the
prev1ously discussed SCR equipment on some larger facilities,
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| partlcularly when it was combined with faster permlttlng by
#£limination of the PSD review. , .

Subsequent offerings were cbnsiderably lower. PSE&G
offers only the mandated PJM grid plus 10%. Are the current
offerings indicative of the true value of .additional energy
from cbgeneration. or are they artlflclally low, impeding
'further cogeneration growth? |
7 We support the Governor's Task Force on Market- Based
Pricing of Electrlclty as a positive step toward the
development of proper avolded costs. | |

Thank you againbfor this opportunity.

 ASSEMBLYWOMAN OGDEN: Thank you. In your testimony,

when you talked about SCR adding $1.5 million in initial costs
and somewhere between half a million and a million a year in
operating costs, what percentage would that be of the total
cogeneration project? = - e |

MR.. KOSTAL: The total projéct has an ‘installed value
of about $30 million. So, ydu know, an additional million'and
~a half to that for *he-— That would be another 5% on that,
plus the half a millien to a million dollars a year operating
costs. And, of course, they are kind of bottom line type
numbers. , ' B | |

ASSEMBLYWOMAN OGDEN: The half a million to a million
is—- That is nct invclved in the other types of air emissions
control? | ‘ | | o

MR. KOSTAL: No, no. This is just for catalytic
replacement and additional downtime for the SCR unit. R

ASSEMBLYWOMAN  OGDEN: Do you think that  your

competitive position would be enhanced —- this would be' your
company as such, not with sharing — if you were permitted to

~ sell electricity directly to end users?

MR. KOST?” - Other than from one facility-- Are you
speaking, for instance, of a sharing facility to other end
users? (no response) I am sure that we— For instance, our
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cen‘ttacts with the host company offer ‘a discount over v"’thei'r )
- current rate. We have no trouble in- offerlng that dlscount to

- take care of all sharlng s needs, because that dlscount we are .

,offerlng is above the avoided costs. - The net cost to them is
above the avoided costs to the ut111t1es. So, yes, if we trled,_
- to market that to other companles on the .same. dlscount rate, I
- am sure it would be attractive to them. = _ L
ASSEMBLYWOMAN OGDEN - Or, if Scherlng, for instance,
could wheel to other plants in the State? SR .‘
' MR. KOSTAL: Yes, if SCherlng could wheel to other
Schering facilities, we would not sell the power to Jersey
Central, but would sell it to other Scherlng facilities. :
ASSEMBLYWOMAN OGDEN: I think it was Public Bervice
that testlfled saylng they did not belleve that would be in the
public 1nterest _
MR. KOSTAL ' Well,“l heard both of them say that~44
both Jersey Central and PSES&G. o o
' ASSEMBLYWOMAN OGDEN: And your reaction to that would
be? ' ' '

MR.,KOSTAL:_'That is an issue, I guess, that is really

b"ibryoader than what we have brought here today. In all of -the

facilities we have been undeirtaking Athroughout the United
States, we have nqt found a position where we could wheel --.

 self-wheel or wheel to other market facilities. It is an
“attractive concept to a cogeneration developer. We would like
to’have it. It 1s somethlng we suspect would be a long, hard

battle, and I guess we see other battles that are more in our

forefront -- just-gettlng plants built and operating, in this
~ State and in others. . S . -
- ASSEMBLYWOMAN OGDEN:  Therefore, if it is mot

available in other states, lt 'is really not a competltlve,‘
factor? IR R | :
'~ MR. KOSTAL: That is correct. |

ASSEMBLYWOMAN OGDEN: Thank you very much. Stanley
Keller, General Electric? | |
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'STANLEY C. KELLER: Madam Chair, ladies and
- gentlemen: ~'Thank you for the opportunity to express these.
“comments | | | | | |
S I represent the General Electrlc Marlne and Industr1a1
,1Engines and Service D1v151on, -a suppller of aero - der1vat1ve
" industrial gas turbines. GE is dedicated to - supplylng our
customers  with gas turbines englneered and manufactured to
provide efficient, reliable operatlon and meet all performance
guarantees, while satisfying all regulred F%deral ~ State, and .
local environmental regulations. ‘ v‘j .
GE has been a pioneer ~in developing efficient dry
technology combustors to lower NOx'emissions, and has achieved
significant further reductions through the use of water or
steam injection. These reductions have been achieved with
-minimal cost and complexity; .although such NOy emission
reduction may be accompanied by some increase ‘in carbon
monoxide output. | | - )
N GE recommends that any Ndx emission standards_.b
incorporate a heat rate correction factor, so that the
allowable emissions are based more‘on power produced than on
- fuel consumed. A limit based only on fuel input tends to :
encourage lower effICIGHCY by allow1ng such unlts to generate

'~ more NOyx emissions for a given electric power output. This

appears to be in conflict with the primary goal of cogeneratlon
of 1mprov1ng power generatlon efflclency Sy
It should be noted that the EPA established" an
emissions formula that contains an adjustment for gas turblnes
having thermal efflclenc1es greater than 25%.
- Recent reports from Europe indicate that wh11e Germany
',jpians to implement more stringent 'Nox 11m1ts, it will allow
~ waivers for high efficiency units able to.maintain better than
a 30% efficiency over all operating modes. GE haS'not sought"
‘such favored treatment for high efficiency units, but . we submlt
that hlgh efflclency should not be penalized.
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It is also- recommended'-thatv7temporary» higher Nox
_11m1ts specified for perlods of mnatural gas interruption - be

- applicable to the use of ‘other alternate fuels, such as LNG,‘

: propane, butane, or other fuels sultable for backup ‘usage.
Concernlng p0551b1e dlfferent 1imits for lower power
rating units, we recognize the dlfflculty in establlsh1ng:
classes that are accorded different limits, and note that such’
"1dlst1nct10ns normally' act to drive 'prOJects toward the less
restricted class. The result could be more smaller projects
| with generaliy lower eff1c1ency and somewhat hlgher emissions.

' We wish to thank the Committee for this opportunity to
exprese these oomments; and reiterate our offer to work with
the New Jersey government agen01es in order to prQVide 'the
max1mum economic beneflts of cogeneration cons1stent w1th the
1“protectlon of the environment. .

 ASSEMBLYWOMAN OGDEN: Thank you. I 3just have. one
question. When you talk about the possible waivers in Germany.
for high efficiency units, are you talking about cogeneration
v Units as opposed to traditional ‘boilers, or are you talking
about hlgher efflclency in terms of air emissions? I wasn't

o sure there

MR. KELLER: Germany prans to 1ntroduce more strlngent
1imits. in the future, and for hlgher generation appllcatlons
where the units can ma1ntau1 a high overall eff1c1ency, they
‘plan  to allow waivers from the new, more stringent
regulations. It is basioally’to encourage greater efficiency.
| ASSEMBLYWOMAN OGDEN: Therefore, cogeneration would be
in line for the waivers? ' ’ ' : ‘ - |

| 'MR. KELLER: Yes. . I S
|  ASSEMBLYWOMAN OGDEN: Thank you very much. We have
~ seven people left who have 'signed up to testify, so I think
'within the next hour or so we will be able to hear everyone,
~and - finish ‘the Vhearing around one o'clock, or shortly
thereafter. SR | “ | S
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‘There is a representative from Eagle Point -
.Cogeheration Partnership. Is it Eldon Heaton? v - ;
ELDON HEAT O N: _I' will shorten my presentation,
because between the efforts of Jorge'Berkowitz.and Bob Kostal,
I think they have covered quite a bit of what we had to say."I.i )
will try to summarize. | o o

‘Ba".sicallyb, in January, when it came to' ouf ‘attention
that this Qas gbing,to be‘a matter:of discussion on SCR in the

State of New Jersey, we represented ASR .and community energy  '

alternatives as a partnerShip for the Eagle Point coastal
' cogeneration }project. Our interest in that was that we, '.és .
A&R, had been somewhat of a pioneer in SCR usage, and we had
some unhappy results with it. | o B

“ ‘Just to briefly review that representation, it was in
the ‘early' '80s and we wutilized the SCR in a pipe 1line-
‘appiication-'forv compressors. We attempted to get ‘quotatibns
from the general industry, finding very 1little response. When
we finally did get a response, a 20-month‘SChédu1e turned out .

to be, 1like, 34 months. The final.product~turned out to have»f

very 'little availability. We found problems with ammonia
‘control and’excesé‘emissidns of that into the atmosphere. So,
in general, there isvé mood, in our company at least, that SCR
has not reached its goal yet —— to be state of the art.

The rest_ofvmy comments have to do with several points
with respect to how the Eagle"Point cogeneration project
stands, and how we view the air permit situation in New Jersey
in general. ' ’ | |

First, we would 1like to reenforce the fact that
cogeneration results in inherent energy and environmental
adVantéges. The others who have preceded me have»pointed that
out in a significant fashion.

| Secondly, 1in the specific case of the Eagle Point.
cogeneratibn project, it will result in improvéd' local air.
quaiity. The Eagle Point cogeneration project will actually |
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result in a 12% reduction of NOy relative to the existing~
"operatlons at ‘the reflnery site. Moreover, through ‘the better
stack dispersion characterlstlcs of the new plant.,annuallzed
'average ground level concentratlons of NOx near the reflneryd
C owill be drastlcally reduced by over 806 of the estlmated"
. gurrent level o o v R
In addltlon to the NOy, even greater reductions will
‘be achleved for S03 . The reductlon of SOy amounts to'an_87%
decrease from current‘hsog discharges. ©On a 'Qround-rlevel
.concentration_basis,.the reduction,isanearly.gs%. With respect
to the hydrocarbbns issued, there'is a very slight.difference
on ‘the positive side. L | S o
. The third p01nt ;ie, the Department s proposedr
performance standards are bas1ca11y a de facto mandate for
. SCR. This was written (referrlng to his statement), obviously,
“before I heardkJorge_testifyhthis'morning, and I haVenft'had
time to take a look at what he has told us. On the surface, it
- would “appear that if you are expectlng somethlng to happen .
three years down the llne, that 1is one approach But, if you
‘are mandating that somethlng happen three years down . the llne,'
then you have. actually a new.source that 1is three years old.
‘He is trylng to se;l‘up & guideline for a new source'
| performance,_and in three years the ‘plant will no longer be a
Snew Source," There 1is a 'conceptual problem, in athat}‘you

’wouldn.'t be ‘able to ‘fln"ance that kind of a ‘project, unless you

could show the financial community that you could withstand the

financial lmpact that you could withstand. today So I donft

know that it is very helpful o , '
ASSEMBLYWOMAN = OGDEN:  You're saying that if it is

J‘»phased in over a three— or-a f1ve—year period, what it really’

means is ‘that if you go on stream today, you have to have
'EVerything in‘place for what they are goingdto require’three to |
five years later, ‘because, otherw1se, the * financial
underwriting of it wouldn t be p0551b1e
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MR. HEATON: Right. I think it is fine to say that in
- three years time in the State of New Jersey this will be the
rule. That is different from saymg that your partlcular‘
project in three years must suddenly perform dlfferently
| . ASSEMBLYWOMAN OGDEN: So, you think it would be fair
for a project that started up 'th”re_e years from now,.'as opposed
'to one that is starting today, and is being told “today that
they need to be in compliance w1th what the regulatlons are_'
~three years hence. ; .
' MR, HEATDN. Yes, I think that is the gbod.
progressive kind of attitude that needs to be had, to encourage
~ the equipment changes and the kind of technological advances
- that are necessary. If someone does not pressure for that, it .
will not happen. ' ' B v

- The fourth point is, the chrrent SCR teéhﬁology is not
suitable for certain lcad following cogeneration 'p,lants.
Basically, what happens in the technology of plants is, 1if you
can base load them, then the exhaust temperature is malntalned',
within a very narrow Nand Bas1ca11y, under those condltlons,
the SCR tends to work. But, if it is a very efficient unit,
then there are instances where your steam load following to the
plant —- tb the sieor  Lose—— .This causes the plant to need
differing - amounts of steam,“ ~which is usually done by
supplemental fire, which‘changes the temperature in the range
i Where the SCR is. . This 1s why, in some of the more -efficient
applications of SCR that are not large producers of power, the
SCR tends to not be a good application.

So, the blanket requlrement for SCR was bothersome tc ‘
sizing the plants, and the sale of electr1c1ty ’
| "The fifth point is, the New Jersey DEP should have
*cons1dered cost-effectiveness and cogeneratlon economlcs when
proposing these guldclines. We took a specific 1look at Eagle
Point and the cost of that, and if it would technically work
with our 'particular heat balance, it would be. $20,000 per year
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per ton of'NOX The'higheSt number‘I'have ever seen in any of

‘the states with respect to the abatement of NOy was $9000 in
the non-attalnment area on the southern coast of California. -

, ' 'So) certalnly with a11 of the other factors in favor
'of the sav1ng of energy and making New Jersey viable from an

~ economic | development polnt of . view, cost is a factor, »and

’vshould be considered. Addltlonally, the Federalrstandards by
EPA do include that partlcular aspect v '
The sixth p01nt is, NJDEP's proposed guldellnes should

. not overlook other sources of NOy emissions. It is fairly

- common .knowledge that -two—thlrds -of the NOyx emitted in  the
State of New Jersey is attributable to ‘automobiles. u
Jorge mentioned earlier that there was 12 million
'pounds» per year of NOyx in his permit process. That is 6000
tons The total NOy emitted in New Jersey is estimated to be
460 D00 tons a 'year.. Out of that, the automoblles.are 300,000,
and publlc ut111ty' power  banks- are 40’000 Industrial and
"commerc1a1‘furnaces are 100. That is a source which, I submit,
wouidi\be somewhat reduced. by comblnlng- the 40,000 and the
100,000 into a single facility. And, then, residential
furnaces are 20,000. ' o _ )

’ The seventh p01nt is, host thermal and utility offsets
should be credible. ! think that speaks for itself, with the-
prev;ous numbers I gave you ;

‘The elghth ‘point 1s, progects in the air qu_al‘it'y
permlt pipe line should be grandfathered I think, from what I
'heard thls mornlng, that 1s a reality now. ' ’ ‘

: ~ The final point is, follow1ng the accepted rule—maklng
t;mocedure "For me, it was a little bit confusing as to what
the rule—maklng procedure 1s, or was, or will be. »

b I think, over the past two or three months, most of
the people in this room would agreevthat this has been a‘very
"gsuccessful fact-flndlng procedure that we have had’here;»TEven
though our particular permit has been under consideration for
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more than .a‘year'. now, we ldo feel it has lbeen valuable: with?
respect to our future business in this State. We hope that in
the future when there are changes to be made in the air pErmit7
’prbceSs, that there will be no other fashion that can féke_
place. | | | | - :
Thank you. - :
ASSEMBLYWOMAN OGDEN. Thank 'you very much.  Is Sue
Norris here, from Mobil 0il? (substltute for Ms. Norris comes
Vup‘from the audience) Poss1b1y if you could sort of summarlze'
this—— ~In v1ew of the few more people waltlng, it would be
“helpful. , o
PAUL TAYLOR: You put a tough one on me there,
‘because.Iram a‘pinchéhitter to begin with.

| ASSEMBLYWOMAN OGDEN: All right. | |
MR. TAYLOR: My name is Paul Taylor. I am an

'environmental»engineer at the Paulsboro refinery - the Mobil

Paulsboro Refinery. Boy., this is tough to,summarize.: Do you
- mind if I read fast? . . / o
~ ASSEMBLYWOMAN OGDEN: No, that is all right. |
MR. TAYLOR: Mobil is considering building a
cogeneration plant for its Paulsboro, New Jersey refinery}p‘The'
envisioned plant would generate up to 170 megawatts of
electricity via gaslbturbines, while cogenerating up to ‘é
- million pounds per hour of steam to meet the refinéry‘s needs.
The new plant would replace an antiquated"exiSting ‘refinery
powerhouse which produces steam and electricity. The project
would havela.positiVe effect upon the'economy of New Jersey. |
" First, it would have a favorable effect relative to
the.operationiof the refihery with its 1000 quality jobs, which
would support thousands of other jobs in the 'area. Efficient
operation of the 'refinery Qould also provide the means to
remain - competltlve and contlnue making .multl—mllllon dollar
- annual tax payments to the State.
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v In  addition, the project  will provide many
’constructlon jobs durlng the next few vyears, as well as
_permanent jobs to operate and maintain the facility "after
~completion. Also, the add1t10na1 power generated will provide
a reliable resource base to support cohti_nued residential

growth, as well as growth in the commercial, industrial sectors --

in New Jersey. 4

i The cost of eleétricity‘ produced by ~cogeneration
facilities such as ours will be favorable to New Jersey
consumers, when}v ‘compared to other new power capacity
‘construction alternatives, and in comparison to many existing
- less efficient sources of power. | ,

In terms of env1ronmental impacts, the Paulsboro
project, because it will replace an ex1st1ng fac111ty, will -
reduce NOx emlss:Lonsv significantly, u51ng water lnjectlon for
NOy control. » ’ , |
Grass—roots progects which do not include a shutdown
of ex1st1ng facilities will 1ncrease NOx emissions, even where 7
they are equipped with  SCR. The Paulsboro project
environmentaily is far superior to any grass-roots project due.
to its net emission' reduction. In addition to NOyx, the
 Paulsboro project also provides large net reductions in SOy and
particulate emissions.

Computer air modeling studies have confirmed that
ambient air quality around the refinery site, which currently
meets all standards, will be improved sigxiificantly if this
project is constructed. The area is already classified as an
| at‘talnment area for NOyx, TO, SOZ, and particulates. ‘
‘The power generated will allow the utility to defer
~ additional power capacity construction further into the future,
delayi’ng' new plants fueled with oil, ‘coal, or nuclear fuels.
. In effect, the project reduces emis'_sionsv Tnow by' Shutting down
an existinq plant , and in the future by deferring the need for
power plant construction, ‘which has the potential to increase
~emissions. | v '
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Our schedule for thlS proposed project is very tlght
' Delays in NJDEP approval of ‘the pro;ect, or ‘the economic burden
of a requirement to install SCR units for NOgy, could jeopardlzed
the viability' of the project and, 'therefore, negate . the
environmental and commerc1a1 benefits that thls project could
.'prov1de for the people of New Jersey. B
The capltal 1nvestment required for SCR unlts is
extremely high. The estimated SCR cost. for the ’Paulsboro‘
‘proejct is $12 million to $19 miilion, whlch,nmy be in excess
of 15% of the total progect capltal cost. o
"I have some graphs, but I see we do not have a machine
to show them on. What the graphs show are the annualized costs
':per ton on NOx removed by SCR are substantlally hlgher than the
- EPA cost—effectlveness guidelines of $500 to $1000 per ton of
NQx removed. EPA considered SCR for NOy control, but rejected
it as too costly The total cost of water injection plus SCR
for our project is $3000 per ton of NOy removed. The cost of
‘water injection oﬁly for the Paulsboro.project is about $1000'
per ton of Nox removed . _ v
Federal new source performance standards llmltatlons
- on NOy; emissions which can be attained with water 1n3ectlon are
specifically determined by welghlng the ability of 1ndustry to
afford emission controls agalnst the environmental benefit
derived by the use of the technology. ‘ ' '
Some other dlsadvantages of the SCR process 1nclude
significant ammonia emissions and odors, ammonia handllng'
concerns, potehtial hazardous waste disposal, “'and - less
efficient turbine ‘operation, which results‘ in the 1loss of
 electrical production. ‘ o ’
| - There  has been  some 'researoh - concerning the
~contribution of Nox;and'the’formation‘of ozone. This research
‘jndicates that  under certain atmospheric conditionsv anc
ooncentrations‘of NOx and_hydrocarbons[;a‘reduction inv‘NOx may.

in fact, cause an increase  in ozone. Due to the complex
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chemistry involved, the true contribution “of NOyx in the
- formation of 0zonevsti11»needS’to be fully investigated"and
significant NOy control should not be 1mposed unt11 the
;NOx/ozone relationship is better understood. , : '

- The only other state where SCR is requlred for Nbg .
control 1is Cal;fornla,vbwhlch is in non-attainment for vnog.
" Therefore, considering'that New Jersey is already in attainmeht
~ for NOy, and. con51der1ng the extremely high cost of SCR, .and -
considering our project s net em1551on reduction, we feel that
SCR  NOyx ~control is an unneceSSary__ and -env1ronmentally
cost4ineffective control \ requirement’ forv the Paulsboro
‘cogeneration project, and projects such as this. o
- .~ We request that cogeneration projects such as ours be

- permltted to contlnue - without = an  SCR requlrement -

51gn1flcant amount of money and effort has ‘already been spent_
on the Paulsboro project assuming that SCR was not needed. We
believe ‘that projects should he evaluated on a ‘:ase—byécase
basis, and if the project results in a net reduction of NOx

em1551ons, that SCR should not be required. | ,
' The need for electrlcal power is real 'Projects which
meet that need and ‘reduce em1s51ons should be encouraged to be
_developed so that industry, the consumers, and the environment
will all benefit. o |

o ‘Thank you. : _
ASSEMBLYWOMAN OGDEN Thank you, Mr. Taylor. From

Campbell Soup, John Demaree? ’ . ' | ’

JOHN R. DEMAREE: My name is John Demaree. I am

"Manager of Corporate Utilities w1th the Campbell Soup Company
' I ‘am appreciative of your concern for the problems
fac1ng cogeneration in New. Jersey, and am pleased to
part1c1pate in this hearlng in the hopes that my contribution,
as well as the contrlbutlons of others here today, will result
in a net positive effect for both cogeneratlon and the ent1re~
State of New Jersey |
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In an effort to contain costs at our Camden, New
‘Jersey facility, which employs over 4000 people, Campbell Soupv
Company has entered into an agreement with the General Electric
Company wherein we are working togethef to install a 50
megawatt gas turbine powered cogeneration system. This System
is sized to maximize efficient cogenerated power output, while
- supplying the plant's entire thermal load. As I am sure you
are aware, development of a system of this type and size
requires a lengthy and complex effort. At this point, we are
in the advanced stage of bringing this project to reality.

Unfortunately, we face a ‘potentially significant
impediment in obtaining an air emission construction/operating
permit. As we understand them, the proposed regulations
governing gas turbine emissions appear to be overly stringént.
It appears that thebproposed‘régulations will be at a level
achievable only by the use of Selective Catalytic Reduction.
- By adOpting'these propcsed limits, which are marginally cieaner
than those achievable by using current proven technology of
. steam and water injectidn, the citizens of New Jersey would not
6n1y be exposed to the problem of transporting toxic-spent
catalyst from the SCR system, but would be further expoéed to
‘the potential traucsvo. vina and storing of highly toxic 1liquid
ammonia - used in the process. In view of the evolving
‘technolbgies available over the past few years and the ongoing
effort in this area now and surely in the future, it seems
totally imprudent to arbitrarily select limits only for clean
burning natural gas turbine fired cogeneration equipment. It
ignores the fact that this equipment may be displacing
relatively high polluting fossil fuel fired generating~
equipment wupwind of New Jersey in neighboringv states and
supplying the plant's thermal needs through a much more
‘efficient process than the two it replaces. o

Moreover, the proposed regulations, as we interpret
them, do not recognize offset credits for uncontrolled NOy
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emission which gas-fired steam or water injection turbine
cogeneration equipment diSplaces. In addition, other benefits
include 1less VOC from o0il combustioh' and elimination of 'soz
emissions in many instances. We have learned that a recently
permitted large gaslturbine system in Bayonne, New Jersey will
emplqy the SCR technelogy; This is the result of the necessityv’
to obtain en air construction/operating permit in a timely
manner . I suggest any limits arrived at by DEP which require
SCR are mandating a use of toxic substances and do not address
other sources contributing to the problem. It should also be
pointed out that the State Department of Environmental
Protection is under mandate from the Federal EPA to reduce NOX
emissions in New Jersey and has chosen gas turbine cogeneration
equlpment to bear the brunt of that mandate, rather than
approaching the major polluters, such as vehicles and
inefficient 'Utili+y central staticn conventional  boilers.
Adopting these limits may make a coal burning system easier to
permit and more economlcally attractive. '

Lee Thomas,,Admlnlstrator ‘of USEPA, in his statement

“"Final Emissions Trading Policy of 1986," concerning the
practicality of internal offsets which the trading policy
provides, states: "They contirm the oprinciple that allowing

regulated firms to secure egual or better emission reductions
at less cost is an important way to get further environmental
_pfogress under the Clean Air Act, especially in hard-to-attain
areas where most easy targets are already well-controlled." He
’goes on to say: “It makes an important contribution in terms
of needed flexibility, ability to ~respond to | changing
-Cifcumstances,' and strongei incentives for environmental
progress." ” |

As a member of the New Jersey'Pharmaceutical and Food
Energy Users Group, Campbell Soup Company 1is very -concerned
~about energy'costs,'as well as the quality of our environment
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in New Jersey. We believe that both are achlevable through
consaentlous well-balanced efforts. '

Thank you. r . L

ASSEMBLYWOMAN OGDEN:  Thank you very much, Mr.
Demaree. Next on the list is Mr. Bill ,Ginn} _,‘,O"B'rian Energy =
 Systems. | . . ’ S
BILL &6INN: Yes, ma'am. I will make my comments very
brief. A lot of my coll'eagues -- colleagues, 'competitors, wha:t‘v :
have you —- have made comments here today, and there is no
sense going over them. ’ o ‘
: I would 1like to bring out one very important poJ.nt
~that has been overlooked to date. O'Brian Energy is a
developer —— a third-party developer. We currentiy have three
projects —— three contracts —— With Jersey Central Power. and
Light which have been approved by the Board of Pub.lic‘
Utilities. 1In all three of these contracts, we do face
termination dates by the utility. These are termin’ation dates
‘to keep you going to make sure that these things don't fall
apart. Mr. Baldassari from Jersey Central indicated that he
r hopes to have everything on-line by 1990. ’ |
‘ At this rate, a lot of the contracts which have been
- signed — approved by the Board —— are going to be in jeopardy,
without quicker responsive vacti‘on on the part of several
issues. Firstly, DEP, as has been—-- You know everything has
been dlscussed about SCR and what have you.

‘We are facing a great level of frustratlon with DEP
‘and the fact that they have been unresponsive to any requests,
because of this ongoing debate on sympathy there. However, as :

an example, we have a Parlin, New Jersey project —— 97
megawatts — that we have prepared a ‘permit for, and we have
been awaiting a decision. We have been awaiting & decision

g01ng on four or five months now on this pollcy
; Further, we had one specific question we requested DEP
to answer in the preparation of our permit on February 19. We
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‘have not received an answer yet, even though we were promised
30 'days — a small, but very telling example of what  is .
happening. | - o - o
As I hear all this testimony today, I am just nervous
about the fact that this is going to .continue. I would‘just
like to urge -- for myself and for other developers, and also
for the benefit of the utilities who we want to honor our -
contracts. with, as well as the ratepayers — that we need to
get on and moving in some direction. ' '

| , Two other quick issues that have not really been
addressed, and I say this from a personal standpoint — from
the standpoint that we at O'Brian have been a little further

down on some of these issues — and they have to do 'with
 interconnection.  There was ~a statement, I think by Nancy
Holmes, indicating excessive interconnection equipment. We can
attest to that. We have one project —— 46 megawatts —— that is
'in'PSE&G jurisdiction and is being wheeled to Jersey Central.
- We have'been at it now for going on six months. The price we
were Originélly given was thrown out at our first meeting, and
the cost has now tripied.‘ We still do not have a route. There
“has not been a route put forth, and we are asking for a timely
and a fair type of respohse to that. |

' We urge the Committee to consider -- as in other

states -- a set policy on interconnection. This goes one step
further, becauée we  just got a note, by the way, on our
contract in Jersey Central's territory for Parlin, where after
~interfacing with the ﬁtility for over a year and a half-— We
got the note, by the way; on April Fool's Day, that, "Yes,
O'Brian, you are responsible for the design and construction of
the interconnection 1line, and (indiscernible) right of ways."
If that was their policy from the start, fine. But, after
several months into the contract, and after a lot of budgeting
and financing and things 1like that, that appears very much to
hurt.
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» We are a national company, and this is the first time
~this has ever come up.. It involves legal questions, as well as
procedure. It just appears that it is one of those, "Oh, A,
forgot to tell you," types of things.; "It can't really impede;x
it can't hurt. | | ” |

ASSEMBLYWOMAN OGDEN: - These are be1ng decided by the
: utllltles themselves, with BPU being involved?

MR. GINN: To this date, ma'am, yes. That letter just
came to us about a week ago. o \ '

* That.is really all I have to say. v . ,
~ ASSEMBLYWOMAN OGDEN:  Thank you very much. I
appreciate your summariZing your thoughts, too. ~Jorge
Berkowitz of DEP has to leave momentarlly, but T just thought I
would 1ike to give _h1m a few minutes before hearing the
»remaining two or three more‘people;’to make comments on some of
the issues that have been brought up. o
__’ DR. BERKOWITZ: Thank you. First of all, I would like
. to thank the audience for making me» a prophet. I predlcted
that you would hear a lot of testimony p01nt1nc out. DEP s role
in 1mped1ng cogen.

I think it is. 1mportant that you compare the testimony
when the record is avallable - I think what you will hear is
that a lot of p01nts that have been raised have. already been
addressed by my testlmony, partlcularly in reference to the
 type of technology we are asking for. We are not asking for a
particular technology.‘ We ere‘,asking for an emission—based'
technology. As such, I think it is important for you to
Vunderstand what types of,projects are moving through DEP that
were approved as recently as last week. These projects are not
totally stagnated if a company wants to say, "We accept your
guidelines. - We can meet those guidelines." .That has shown
that SCR,. in fact-- If SCR is so fatal tovcogen'projects, I
want to know why two of them are moving right now.
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I think it is 1mportant to realize that the final
chapter on what NOyx means to the State of New Jersey, to the
citizens, to the air contaminants that we have to deal with, "
not béing written. I would say that ihcreasingly important is
the 7role of nitrogen oxides in photochemical smogs,’
particularly in view of what is happening to the upper ozone
‘layer and the relatlve ease w1th which photochem1cal ozidants
will be formed. ' . :

Secondly, I would also submit ‘we are f1nd1ng that
while hydrocarbhons are probably 11m1t1ng relative to ozone
formations, NOy is assuming a much greater role thanvprev1ously
thought, and that is the sﬁbject of a recent report, as recent
as two months ago. |

‘I>would alsc submit to you that much of what we have
heard today is perhaps not quite factual as we understand it.
I have heard that a permit has been in-house for oVer a,yéar,
when, in fact, that'permit has been in-house for six months. I
have heard for a fact that it was Commerce's idea to have this

informational seminar. It was our idea. Commerce facilitated
it. ‘ . v .

| What I am saying to you is-- All I ask is that you
compare the record, as I spoke to it. I think you will find

‘that the Department is not applying a kiss of death to
cogeneration facilities within the State of New Jersey. Quite
the‘contraty. We recognize they have significant environmental
benefits, and we are trying to apply a policy that will allow
'cogeneratlon facilities to move forward.

I think it is also important, again, for me fo restate
what regulations would entail. If people are here looking for
regulations, realize that ‘regulations do not allow
flexibility. By design, flexibility was incorporated into the
state-of-the-art negotiating process. If you are looking fot
- regulations, the Department might feel compelled to put a
moratorium on codgeneration facilities, or to apply fhose
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regulations retrospectively. I think you heard that
retrospective application of NOy controls would probably .be .-
very difficult. '

That is all I have to say at this polnt

- ASSEMBLYWOMAN OGDEN: I think what people are asklng‘;.

for is what has actually occurred to some extent, which is. the
public hearing and the input.  In other words, while you are
not 1ega11y‘réquired>by a guideline to hold a public hea;ing,"
and you feel thét if you adopt rules and regs that that is a
more rigid way of doing it, on the other hand, with so many in
this room obviously being critically affected by decisions that
DEP makes, they want to be part of the overall decision—making
process, ,reélizing that they are not the ultimate
decision-makers, but to bring to bear what their experience has
‘been, their knowledge cf the mechanics of it, etc. |

DR. BERKOWITZ: I think Bruce Levy raised a very good
point by saying that one of the things the proposed facilities
are going to find is  the capriciousnesé of the 1local
community. I think 3t is important for the facilities to
develop a track record, as many of oﬁr resource recovery
facilities‘are'beginning to do now, and say{ "We have gone the
total 10 yardc with ITT7, to the degree that we know what
impacts'these facilities are going have on the community." '

We have done that with resource recovery'faCilities.
We think that Bruce's perception is right, that the public is
scared,  for a lot of different —reasons -— probably
unnecessarily — related to cogen facilities. We would like to
be in a position to be alongside the applicants at the local
meetings, saying, "Look, there 1s mnothing to be concerned
about. The control technologies that are being applied are not
only adequate,‘but‘they are the best we have available to us."”

ASSEMBLYwd*”V NGDEN: Just one last gquestion. If you
are afraid that there will be sanctions from EPA due to ozone
violations, and that NOy causes ozone, but that cogeneration
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w111 reduce the NOX why wouldn't you actively promote it as a
way of decreasing the NOy emissions? :
DR. BERKOWITZ: First of all, again, we think we would
be in a position-— Again, I ‘think ‘we .recognized . in our
statement that there are net environmental gains to be had
here. We would be in a position to fall off of a strict
definition of the application of state of the art. A strict
definition of the application of state of the art might be
SCR. We are beyond that at this point, simply because of what
has happened in our State already. And, if we did not
recognize these environmental benefits, we would not be
compromising SCR at this point. We are. We are bending over
~backwards at this point in time to come up with what we think
is a prudent policy relative to NOyx control. We have fallen
off of that strict definition of what we thlnk state of the art
is to encourage cogen fac111t1es., :
| vASSEMBLYWOMAN.OGDEN. Although, according to the law
case cited'by Commissioner Blekicki-- He really said that you
do have to take this into account -- the total cost. It is a
question,eyou know, of you being on one side in terms of the
total cost, and cogeneration companies being on a slightly
different side. It sounds to me, from this hearing today,
~however, that as a result of public discussion, interaction
between you and either the companies which want to become
involved in cogeneration or the actual companies Producing the
cogeneration units, that there has been a better underStandlng
of where both sides are comlng from.

DR. BERKOWITZ: We agree. We are thankful for the
opportunity to have learned. In my opinion, we could have done
the non-prudent thing and sat back in Trenton and made the
decision, and then let thebfur.fly. We chose not to do that.
I am sensitive to the delays this has caused, and I feel sorry
for the project impacts. But I think +the short-term
'1nconven1ence is going to be worth a long-term investment in a
sound pollcy on NOx control
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 ASSEMBLYWOMAN OGDEN: - Just one 1last guestion then,
- Jorge. ~In talking about the delays, ‘have they been due to your
trying to make the decision in terms of what type of air
~emission strategy you come up with, or is it more a questlon of
~your staff being under-funded? I know that with ECRA, for
instance, which is the largest program of DEP where-the'nmst
eomplaints are received, that, ~to a great extent, it was a

question of not having enough staff. L

DR. BERKOWITZ: I would say we do have a problem be1ng
able to handle our permits. I think what we are doing now is
'developlng a more streamlined approach, trying to apply better
management strategies to the permit backlog. I‘thlnk there are
some legitimate criticisms concerning our Department as to the
method in which the permits have been handled. Please be
assured that, if we are not totally on top of it, we are making
a serious - effort _to' get on top of the permit 'backlog_
situation. We have an industrial advisory group — a task
force —— that we are meeting with regularly twice a month, to
address strategies whlch w111 allow us to break out of 'the'
backlog situation.

I think the cogen facilities are, in fact, caught ﬁp
in a bit of that, but 1rrespect1ve of the backlog, I think they
would have been’ backlogged anyway because of thlS issue about
NOX control. For that, I apologize. ’ ,

ASSEMBLYWOMAN OGDEN: Thank you very much.

DR. BERKOWITZ: Thank you very much. : 7

_ ASSEMBLYWOMAN OGDEN: We have three more people who
: wieh to testify who have signed up. Claude —— is it Worley? '
CLAUDE B. WORLEY, JR.: Yes. _

ASSEMBLYWOMAN OGDEN: From Deltak Corporation.

; MR. WORLEY: Thank you, Madam Chairman. ~ When you

refer to Deltak, I wish to qualify that, in that I do’repreeent
this firm, but I am not an employee of Deltak, which is a heat

| recovery steam generator‘.manufaeturer. The comments 1 will

Ierasy st
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present have to do more w1th address1ng the 1mped1ments to the -
growth of. cogeneratlon »1n New Jersey,- as presented in the’
 notice that was sent to me. SRR B
, o Number one, I th1nk thls will be ‘a repetition,'
unfortunately, of some of the comments made ear11er, because it
seems we stand as a fratern1ty in the cogeneratlon f1eld,-and
| we must think alike, I guess S _ S T
’ ASSEMBLYWOMAN = OGDEN:  Maybe you would 1like. to
‘summarlze the points that have been made before and, if there
| are any new polnts, partlcularly highlight those. .
| MR. WORLEY Yes, I will “try to summarize. We must
‘-{make a remark about the . fact that steam, as obtalned from steam
~~turb1nes, which is the Tow end of the cycle-- I am address1ng‘
the gas'turblne s1tuatlon by the»way,-rather than the combined
cycle at the other end. Steam that would be obtained from a
‘source of fuel burned at 2500 degrees is really an unreal
-s;tuatlon in a gas turblne The xnetallurgy' of gas turbines
would not stand this hlgh temperature - NOx, for example, ‘has
_been known to be asymptotlcally sens1t1ve to temperatures and,
therefore, we ‘are much lower by perhaps 1n excess.  of 500
degrees_ below what happens in a fired b011er In fired
boilers, the furnace temperattres are atvleast 3000 degrees.
The NOyx, therefore, from gas turbine effluence will be

much ‘less than replacing fired equlpment ‘I think it is
| questlonable to establish arbltrary standards ‘which have not -

’ ixbeen.;emulated by nelghbor;ng_-states - western Pennsylvanla,

for example, coming through here, some sections of New York
State, and Delaware, even, and the fact that it has been
"presented,before. We;have.preVailing'winds, which”add to our
 situation here. N 7. » ' e,
‘p}, I am quoting from‘ “Gas Turbine World" issue of
'.’NovemberéDecember,' 1986 ' page"12: “Europe faces stricter
' de—NOx rules by 1990 for CHP plants Thls_reduCtion,‘by the
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way.’based on a reduction perhaps from 75 ppm corrected to 15%
excess air, is only at 50 ppm, a 1level which we are VnOW"
achieving with standard procedures of water and steam
injection. Nevertheless, as_a;resident,‘l am very sensitive to
the’pollutidn sources in our State, but as'well, the present
- order of magnitude. Certainly, motor vehicles are by far the
greatest pollutants, yet we seem to put undue perhaps emphasis
on the cogenerators — a relatlvely new 1ndustry in the State
Utility plants are next, again as we stated.

I do favor the envelope system mentioned by some of
the petroleum-related people coming before my case. The
eﬁvelope‘seems to make a lot of sense, because they can apply
the particular present—day technoloqy to reduce and do things -
according to their own needs.

, No one seems to have addressed the subject of Nog
emissions with respect to the height of discharge. For
example, as mentioned, cars and trucks emit NOy at a very low
level. NOy is much heavier than standard air. Therefore, we
will breathe this to a greater extent. 'Cogenerators will have
stacks of 75 feet, possibly 100 feet, depending on 1local
ordinances, and we, as citizens, or the animals in New Jersey,
~will not be affected by this as much as we would be by the

lower level heights of car emissions.

Another aspect not discussed it seems, 1is the fact
that a gas turbine can be operated in different modes. Well, I
did mention that. Thinking that no one would refer to it, I
included this in my written statement, but ‘it has been referred
to.

Straight exhaust, that is, unfired exhaust, is uSually
at a level of B00 to 1050 degrees F. As stated earlier, the
level of NOx is not as severe when a unit is designed for
straight exhaust. You can be much more efficient, it was
presented by earlier people, with an exhaust that will be
raised to possibly 1100 to 1700. Present technology with
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burners that are so—called duct—flred burners permlt thlS
. This - renders 'the overall efflc1ency of the plant' many'-
‘percentage p01nts 'higherd than the stralght exhaust Vgas_

turbine. This ~ is  accomplished = with--— - The addltlonale'
supplementary flrlng is accompllshed w1th 'natural .gas as a
clean fuel, and Number 2 fuel 011 as a stand—by fuel in case. of
Vlnterruptlble gas supply contracts ‘ - 1

, It would, ftherefore, seem approprlate to review the
dlfferent modes and operatlons on an 1nd1v1dual case. Few

situations tend to be exactly allke As has been. descrlbed
- gas turbines are very SJte—orlented machlnes ——‘and they truly
are. ' ’ '

I woulddurge that the economic side of the decision by
the State be kept in perspective. We cannot be an island unto

. ourselves. - We must act in concert with other neighboring

states, and possibly prov1nces,_1nclud1ng Canada, to ‘establish
such standards, whlch do make sense on an economic bas1s

There is .a thlrd ‘mode of operating heat.»recovery
blowers not discussed here CUrrentiy We are'talking about the
fresh air 'firing' method. I assume that some of you are
familiar with it. This con51sts of being able to generate,r
 steam when a gas turblne is 1nope ative. To achieve this, the
manufacturer must prov1de large I.D. fans, which s1mu1atev
" turbine exhaust flows, S0 that the heat transfer surfaces will
sense - the same mass flow veloc1t1es and resulting pressure’
drops as when the turblne is on stream For thls, the burners
which are used are redes1gned from a stralght duct type burner,
and there is some duct work associated with it. This is an
'addltlonal expense for the plant operation ‘but, on the other
hand, it permlts an operator who does not want to ‘lose his
' steam capablllty — capacity — to operate with one single type
- of unit, and not have to go to a stand-by blowe which may
'take, as much, ”or» perhaps more, than one hour to be put_*
on—line;’ Firing:temperatures for such fresh air fired burners
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can range in te'mperatures' from 1200 to 1300 degrees; again, a
level which is not of real concern for NOX ' ‘ |
Thank you very much. , _
' ASSEMBLYWOMAN OGDEN: Thank you. Mr. BScott Turner,
Independent: Energy Association of New Jersey? o
SCOTT M. TURNER: Thank you, Madam Chair. My name
is Scott Turner. I am a partner with the law firm of Nix_on,
’Hargrave, Devans & Doyle, based 'in Washington, D.C., New Ypfk
City, and Rochester, New York. I am appearing here tlh'is
morning —— this afternoon now — on behalf of the Independent |
Energy Association of New Jersey. This Association was formed
“earlier this year as a New Jersey not-for-profit corporation,
and was "drganized to, among other things, provide for a forum
for the exchange of technological ideas, concepts, and economic
analysis to benefit all wusers and potential users of
independent energy. ' -
1 do not have a copy of my prepared remarks avallable,
at this point, but 1 will get them to you within the next
couple of days. I was asked by the Independent Energy -
As'sociationvof New Jersey' to appear here today because I have
been actively involved in the determination_ in the South Coast
- Air Quality Manageien: uistrict in California, which led to the
‘selection of the Selective Catalytic Reduction as the Ilowest
achievable emission rate for two gas turbine applications in
1984. Because of that, the Association asked me to share my
perceptions on that process and its outcome with this Committee.
| I will not dwell on the particulars of that particular
process and outcome. I will certainly go through those in some
detail in my written submission to you. Let me just leave you
with a couple of observations from that process, and then
conclude by commenting on a couple of assertions ‘or
observations I have bLesed on what I heard today, principalbly
from Dr. Berkowitz.
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- Because the SCR phenomenon was, indeed, spawned for
the first time in the South CToast Air Quality Management
District, it is important to understand both the political and
the technical 'imperatives that led to the particular outcome in
those +two permit application proceedings in 1984. My
conclusion, _having' gohe through ~that process, and being
eminently involved with it, is that the political and technical
'i‘mperatives that were evident in that part of California in
‘1984,.‘ are not evident here in New Jersey in 1987. I will.
detail the bases for my conclusion in my remarks.

1 would note here, somewhat parenthetically, that in"-
California, 1like apparently here, cogeneratioh is being loo‘k‘ed
~to as the industry on which NOx controls should be imposed as a
~means of controlling an ozone problem or, in the case of
california, a NOyx problem, when, indeed, that induétry itself
is a small contributor to what is otherwise a large problem.
Could it be, I would ask somewhat rhetorically, that the
cogeneration industry is perceived here as it was in California
in 1984, as somewhat a new industry, as somewhat weak and
disorganized,‘énd as a vulnerable industryk to these kinds of
controls? | | | |

It is important to recognize that notwithstanding what
has transpired in California since 1984, *to date, SCR has not
beén incorporated, by rulé—making, into the 'South‘Coévst Air
Quality Management District Air Pollution Control regulations,
which are app}lic‘able to either mew or existing gas turbines.
- Yes, the South Coast staff 1is presently considering 'makin_g a
'proposal to its District Board in that regard, but that staff
proposal has to undergo formal rule-making. Right now, it is
undergoing an environmental impact statement review at the
staff level. That e‘nvironinental impact statement, obviously,
will be subjected to public scrutiny before it is put into
final form. ' | |
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Much of the testimony that was presented ‘at +the
January 22 workshop — or hearlng, if you will — here in thls
very room, demonstrated, at least in my V:Lew, and 1 am sure in
the view of others, that the questlons which were raised in the
South‘ Coast Air Quah'ty Management. District back 1in 1984@
continue to .persist. Limited BCR data continues to be a
problem. Experience with SCR _applicati‘ons in the United States
has not increased significantly since 1984, and what little
| experience there has been has produced mixed results. ‘vCIatalyst
performance, especially on 0il, and ammonia storage and slip
concerns—- Catalyst disposal concerns continue to be large
issues. ' .

- Finally, as we have heard today, flnancablllty and
cost—effectlveness issues continue to suggest that most, if not' ‘
- all, pro;ects cannot surv:Lve the costs and risks lmposed by a
SCR requirement. '

' So, the political and the technical imperitives at
work in Southern California in 1984 just don't seem to be
evident here in New Jersey in '87. New Jersey attained the NOj
standard. Ozone, while it continues to be troublesome in New

Jersey —— troublesome is perhaps too mild a word for it-- 'The

‘role of NOy in ozone formation is not well enough defined to
serve as a basis for imposing SCR requirement on cogeneration
sources in New Jersey. ‘ '
| ‘ Now the proposed approach that Dr. Berkowitz outlined

- today is »certalnly better than some 1mmed1ately effectlve

across-the-board SCR :equir'ement, which apparently was where
DEP was headed prior to at 1least the informal workshop -
.hear:Lng, wha‘t:“'have you — on January 22. Headway is being
made. I think it is an important recognltlon on DEP's part
that there is a need for three distinct source categories, and
we certainly applaud their decision in that direction. B‘ut,
SCR does, in fact, remain part of DEP's approach, whether 'today
or in 1992.° ‘I‘he‘way the rule is presently proposed, it would,
in fact, be de facto in position of SCR.
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- The premises on which DEP has apparently based its
decision to mandate SCR by 1992 on the mid-size and _"larger
co'gene:ation‘so_urces"must be placed on the table for all to
examine. We heard from Dr. Berkowitz today the 1mp11cat10n
that the cogeneration sources that ‘have been app11ed for to
- date would emit major NOx emissions. _The implication was that -
those wduld be major emissions.,relative to other NOy sdu_rées‘ in
 the State, and yet Jjust a "few moments 'ago, we heard that in
reality that would probably be some 6000 tons out of total Nox
emissions of well over 400,000 tons.

 We also need to examine in a public forum the apparent
conclus:wn of DEP that NOx is a primary cause of New Jersey s
ozone non-attainment problem. But we need to know more about
DEP's position ‘on how Nox's role c’ompares to that of
hydrocarbons I guess I would ask thle Comrnlttee,» and I would
. certainly ask DEP, why otlier urbanized states which also have
| ozone non—-attainment problems"f-—,- like New York, 1like Illinois,
like Florida-—- Why are' they not embracing Selective Catalytic
R'eduction" Instead, they adhere to the Federal New Source
Performance Standards as best ava11ab1e control technology.

' Finally, I think we need to examine DEP' s apparent
conclu(sion, that 25 parts per million apparently achievable by
SCR—— Why is that achievable by 1992 on mid-range gas
‘turbines? This de facto imposition of SCR, if it will work
~ then, is apparently ‘not acceptable now as DEP has concluded.
We need to know more about why DEP thinks it will be acceptable
in 1992. ' : v :

There was the. assuinption on Dr. Berkowitz's part that
other technoidgies will be available in 1992. well, will they, -
in fact? We need to know what DEP is thinking in that regard.

So, obviously, more public »examination of DEP's key

assumptions is needed. Need that be a formal rule-making?
Well, perhaps not, as is shown by DEP's apparent willingness to
consider what I heard at the January workshop —- apparently
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}seftening its earlier proposed approach. But, publie,input and
‘examination continues to be critical. - Dr. Berkowitz's
suggestion that if DEP had to embodyvthe'emission limits in
regulations it would make them retroactive on pending permit
applications 1is, to me, a surprising sentiment; It is
certainly not required that he make them retroactive, and it is.
- certainly inconsistent with what we heard him say earlier‘about_
his belief that grandfathering, under his proposed scenario}’is:
appropriate for equitable reasons. If it is -appropriate there,
',iwhy not appropriate if the SCR -- if the emission limits are
contalned in a formal rule? S ' | |

As to his p01nt that regulatlons are inflexible, and
DEP has more ability to deal with applicants on a case- by-case
basis under these informal guidelines, well, that may or may
not be true. Certainly, regulations can be written w1th

o variance mechanisins built into them, and I am sure there are a

~number in New Jersey that have been. v
So, to sum up, we have made ‘progress, I think. DEP
has made  progress, but this latest iteration of DEP's thinking'

 needs to. be examined more carefully than I think most here

today have had a chance to do. With that examination needsato
come some more thinking about the grandfathering issue. I
thimk DEP vispheaded in the right direction there,‘ but that
needs to be resolved in final form, and more thlnklng, I think,
needs to be done about utility dlsplacement credlts

So, DEP_does need to continue to publicly seek input
and review, but, at the same time, I think we heard today that
there is a need to continue to process permits in the pipe'line
in both an equitable and-an'expeditious manner . _ A

I will have my comments to you by the end of the week,
I suspect _ _ :

ASSEMBLYWOMAN OGDEN:  Thank you. Would you also
please send a copy to Jorge Berkowitz? B

MR. TURNER: I would be happy to do so.
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ASSEMBLYWOMAN OGDEN: I am sorry he had to leave just
‘before you testified. . - : _

MR. TURNER: Jorge has heard sdmei of this before.
Thank you very much. _ ' _ ’

ASSEMBLYWOMAN OGDEN: - Okay.  One other gquestion:
Would you favor a pdlicy under which the émissions were a .
factor in the overall selling price of a cogenerator's output?
In other words, if they were required to spend more than they.
anticipated for emissions control, should that be taken into’
account in the total price? o '
| MR. TURNER: If there were a mechanism to do that,
Madam‘Chair, I suspect that would be a way to certainly ease
the financing problem. How easy and how quickly such a program
could be implemented really depends on the Legislature and the
Board of Public Utilities, as to whether they'w0uld be prepared
to implement that kind of a proposal. Certainly, it would ease
that particular concern.

Now,  the concern it would not deal with 1is the
technical risk inherent with some of these new technologies.

ASSEMBLYWOMAN OGDEN: I understand that. Thank you.

We Jjust have one more person, Stephen Eber, from
Ebasco, although'I understand that Barbara Curran, President of
the Board of Public Utilities, also wishes to speak.
"STEPHEN EBER: I am going to be extremely brief.
o ASSEMBLYWOMAN OGDEN:  As soon as you are finished,
Barbara Curran will come in. '

MR. EBER: Thank you very much. 1 will be very
‘brief. I represent’ Ebasco, and our sister company,
Envirosphere.’ ' ’ ‘
_  The purpose of my speech is simply tb reaffirm what we
stated on January 22, 1987. I want to put the same material in
’your hands that we put in the hands of the Department of
- Commerce and the Department of Environmental Protection. We
-presented technical ' data which concerns the costs and
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environmental impact and engineering iinformation‘ regarding SCR
as a NOx emission control technology. , S
I want to reaffirm the fact that SCR, on the basis of.
our study, is currently not state of the art, but it does
deserve further research. ' ' '
_ - 1 want to make one comment regarding the fact that
other alternates were made available. I have to point out that
dual fuel units currently studied -—- GE's unit, for example’ -
do not. get down to 25 parts per million on steam or water
injection. A gas only nozzle will do this. If I am wrong,
please correct me, but there is no alternate technology on
most—— There is no alternate technology, as Dr. Berkowitz
indicated. ,‘By default, they are asking for SCR, under current |
known technologies, if dual fuel is to be employed, which it
has to be. ' I - '
I compliment the fact that there may be
grandfatherlng If that‘ ‘occurs tomorrow, I will be a very_:
happy person. | ‘ .
' Other succe .ions I would make before I wrap up are:
Cons1deratlon should be given to pounds of NOy emission per BTU
of output of a wvwlant. I don't want them to spend months
debating this. rnis 1s something for the future, but cogen
units get so much more efficiency.than standard units, even
standard combined cycle units, which do not make precess heat.
- But, you are get*:ng double your money. It's 1like a car that.
gets 50 miles to the gallon and a car that gets 20 miles to the
gallon. If they both emit the same pollutants, well, you. are
getting much more mlleage out of a cegen plant. |
The other sugaes*lon is that perhaps New Jersey should
build a cogeneration plant for research purposes, so they could
really take,'a look at all these factors we are talking about --
~a small prototype uuii —— that can serve way down the line as a
model for the future. | | |
Those are all my comments. Thank YOu,
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_ - ASSEMBLYWOMAN ‘OGDEi\'T: Thank you very much Whlle we
are waiting‘ .for‘Barh‘ara'Curran, I would Just 11ke to thankv
’everyone for comlng today, and say that I hope you feel th1s_
"has been helpful, to a certain extent, in trying to bring these
_issues home to DEP. I know they are mnot ‘hearing. any of this _
for the. first time, but maybe out of all this, if we still do
- not resolve these problems, will come legislation to help to
' ‘_deal w1th them. | _ B |
| Pre51dent Curran, we thank you for comlng to. be our
. flnal speaker today at this hearlng We also thank you for the'
use of your hearlng room.. , e o S o
BARBARA A CURR A N Well, 1 »apologize, 1
certainly didn't have a -long way to come. I apologiZej for my
| idelay, part, of the,reason for which is ‘that when we made the
.. commitment to- have your hearing here today, we did not foresee
‘_t'he»rgarbage crisis that,iwould arrive.‘ So, we have spent much
o _of ‘our day having hearings in other parts of this bulldlng on
- solid. waste problems, SO vthat' we' would not dlsrupt your
hearing Perhaps the best thlng I could offer would be not to
- give you a resume of what is happenlng w1th the solid waste
crisis 1n the rest of the State - _

' The comments I wouid iike to make today are really
very general in nature. "*T'he'y would begin by first of all
:relteratlng the Board's very firm comm1tment to cogeneratlon —
~the development and expan51on of cogeneratlon I say that at

o some risk w1th my back toward some - representatlves of utility

companles, but the Board has long ‘felt — and I personally feel
- that this State, hav1ng as much as it does by way of
beneflts, but 1ack1ng as -much as it does in natural resources
that . could be used prlmarlly for energy—— New Jersey cannot
~afford to waste, 1n any way, the potent1al resources 1t ‘has,
"and certalnly we feel that cogeneratlon is very strong. We do
not, ‘in any way, lessen our commitment to conservation and,
frankly, have applauded the efforts of Assemblywoman Ogden and
other members of the Leglslature 1n that regard '



‘We are especially giad to hear of your ihterest in
‘regard to” the proposals ‘you have been hearing commented on’
today, because we feel that if we have a Legislature that 1looks
forward to what can serve the public beSt--—va11 segments of
the public — that, inbfact, all of the residents of New Jersey
will benefit. _ - .

The Board is committed to working'out_as practicably
as possible the Dbest pbssible rule§ ‘with  regard to
cogeneration, as we have indicated at other meeting's.f- In a
recent cogeneration seminar, then Energy Commissioner, Leonard
Coleman, introduced me as the most unreasonable member of the
Governor's Cabinet. That may be true, but on the basis that
all I had to do was figure out a way to set cogeneration rates
~at the highest possible level to placate  the poteﬁtial
cogenerators, and at the lowest possible level to placate the
- utility companies-- Beyond that, there really was no problem.
(laughter) That is a fair analysis of the job I have.

We feel strongly that what we have set as Board rules
and policy in cogeneration has been necessary and helpful. It
is by no means chiseled in granite. We are looking to review
the question of cogeneration ourselves. We 11ook to the
Legislature to provide what assistance and recommendations they
would have. I wQuid be unfair if I did not indicate that the
strongest concern we have, having approved in the State to date
approximately..SIO megawatts of cogeneration and small power
prbduction capacity—— The strongest concern we have right now
is in regard to the guestion of wheeling. The‘wheeling rates
we have put intc effect have gone through a metamcrphosis on
their own. First we'looked at the postage stamp rate as being
the most pfactical. We did that because we felt that the best
interests of cogeneration would be served by avoiding the
~protracted.'negotiationsi‘that often ensue in contracting with
utility companiés, especially in regard to wheeling. | '
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Frankly, when we had that pol1cy in effect — brief as
t was — we talked to a number of cogenerators who just plain
- said they could not see why a postage stamp rate made sense.
- They 'simply looked at the distance and said, “"There has to be
an economic impact to that distance,"'and'certainly there is.
Therefore, a distance-based rate would be. more practical and .
more understandable and more‘encouraging to them. Frankly, the
Board looked carefully at that: talked with the utility
companies and with our own staff, and developed a rate that we
- felt was helpful to cogéneration It also is by no means the
- only way that a wheellng rate could be set.

Our concerns now go to concerns that I believe you,
Assembiywoman Ogden,‘ also have; that 1is, to 1look at the
guestions of wmeelihg as .they will be really handled in the
State in the future. By that I think the most significant
concern we have is the'question of wheeling from one facility
to another, both facilities, the assumption would be, being
owned by one entity, obviouély, for instance, large
manufacturing companies. . We are looking at that gquestion. We
kapplaud the Legislatﬁre for 1ooking at it and, frankly, would
await the kinds of information that you would be able to derive
for us. We feel strongly that that is the next area that the
Board has to consider in a timely fashion.

v I would also say here that for the most part, as much
as there may be individual problems, we really believe strongly
- that the New Jersey ut111t1es are also commltted I am . sure
they have spoken on their own behalf, so I won't ‘attempt to do
that. But we feel that for the most part they are committed to
-:ealiatic cogeneration. There is no possibility that the Board
could iegitimately — under the present rules -—— could
legitimately say that we will force, if you will, utilities to
| accept any cogeneratioh that is offered to them. We feel
strongly that 'therekxnust' be some standards. There certainly
must be safety standards and technological standards that are
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adhered tb R th1nk honestly those problems are more eas11y_
resolved than questions of capacity standards :

it would be fOOllSh for us to say that the present
rates and the present procedures must stay.in line 1n regard to
i requlrlng all utilities ‘to take any amount - of cogeneratlon that
is offered to them. Therefore, I think a logical_eXtension of
_our policy, which would have to be developed, would be the
question of sales to non-utilities, be they sales"andlqr
‘:wh_e’eling within one company, or sales outside of utilities.
We, of course, would always have the question at the Board —-
which could be considered by-pass, if you will — if this would
be permitted, what the effect of that would be on the overall
ratepayer. The Board must be cognizant under the law, and I
'think} under practicality, of the effect of this by-pass, if
down the line this is a significant question»—e_the effect of
that by-pass on the remaining customers bf the utility ‘company. _

Wwe have very | expensive, very = highly developed
- technological facilities in this State that are, I think for
virtually all parts, serving the customers well. As much as we
want to move to a more efficient manner of making sure that we
'canvperhaps avoid, forvthe short term, and maybe even into the
long term, any additional'expensive building on behalf of the
utilities, we must aiso be reasonable and, therefore, cannot
say carte blanche that we would require the utilities to
| purchase'anynand all cogeneratiOn offered to them, ﬁor_can»we |
say that we would not take a very careful look at sales_tb
.non-utilities; because we feel it is in the best interest of
the ratepayers”who are served by the present'companies to take
that look. | ' | : '

I +think the .key' word that the Board wanted me to
express today — and I do appear not only on my behalf, but on

. behalf of Comm1s51oner George Barbour and Commissioner Bob

Guido —- is to indicate that we have a flex1ble attitude. We
feel cogeneration is essential. We are looking at the wheellngv
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thestibns, and would certainly beiappreciative of your concerns 
and advice and recommendations in that matter. We'Willvtty to’
. be realistic in developing a policy that is helpful to all of

- the ratepayers of each of our utllltles, and 1nvar1ab1y then to

~ all of the taxpayers and voters of the State. | ‘
l ' ASSEMBLYWOMAN OGDEN: . Thank you. We did hear, on the
subject of the direct‘marketing of cogeneration electricity by
the ut111t1es. that they do not belleve this is in the publlc
1nterest 'Is this an issue that the BPU is going to be dealing
with? _ : , o
) MS. CURRAN: It is. I can't say it is an issue we
‘have a planned docket on. Frankly,ﬁ those questions usually
‘come to the Board two ways. We look at them theoretically,
~which 1is exactly the process that is going on now, but
certainly not in any great depth. Hearlngs like this and bills
like yours would generate that kind of thought on our behalf
The other way,thosevquestlons move to the Board would be as a
speCifickapplication, a letter, a motion, orbsomething of‘that
‘nature, usually by what is perceived to be an aggrieved party;
‘Then we would have to handle the case specifically.
ASSEMBLYWOMAN OGDEN: One other issue that came up was
that of the interconnections. It was stated that they were
'exc9551vely costly and the procedure was realLy a cumbersome
one. . According to the person who testlfled thls was done
: entlrely between the wutilities and the cogeneratlng fac111ty,
as opposed to the BPU being involved. Do you anticipate that
the BPU will become involved in this in the future, in terms of
setting standards? B o 7 ' ' o
MS. CURRAN: k'That‘s a good guestion. Honestly,f

whoever testified 1is right. That is the way the procedure
works now. -~ Therefore, and also through my own lack of not

being an 'engineer 1 ptobably would not have even glanced
eas11y at material that did come to my attentlon. - That is
certalnly something that we can take a look at.
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‘ 'Is Mr. Gable here? (speaking to someone 'in: the
audience) | ' , ' R
UNIDENTIFIED SPEAKER FROM AUDIENCE "He is out of the
 room right now. o -
MS. CURRAN: He is not in the room? IbhOnestly don't
~know if he-- Do you know, to the best of your knowledge, if he
has gotten requests of that nature, or—- ,

UNIDENTIFIED SPEAKER FROM AUDIENCE Not that I am’v
aware of. ' S
IR MS. CURRAN: = Not that I am aware of either, but
certainly we will take a look at that, and work with our
electric staff on those questions. I honestIY’don‘t have any
further information on it, because -- to the best of my
knowledge -- it has not been raised to that level of having a.
<motien, a letter, an application of concern expressed to the
Boatd. o o |

ASSEMBLYWOMAN OGDEN: Certainly what we can do when we
receive the transcript of this hearingbis to share it with your
office, so that some c¢:. *hese issues can also be Studied‘by the

MS. CITRPBN: Thank you, I believe some of our staff
members were also au¢ ting this meeting today, and we will ask
them to-p:oceed’eVen on the information they have gotten just
through sitting in. | . | S

’ ASSEMBLYWOMAN OGDEN: - Thank you very much for taklng a

~brief respite from the garbage cr1s1s

‘MS. CURRAN: Thank you for the respite. Thank‘ you
very much. ' ’ | : | .

ASSEMBLYWOMAN OGDEN: Thank you, everyone, for being
here. This concludes the public hearing. o

(HEARING CONCLUDED)
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CHAPTER 3

RECOVERABLE ENERGY SOURCES

| ACOGENERATION

History and Recent Trends

It is now clear that New Jersey can improve its econ-

omy, enhance energy reliability, raise energy efficiency.

reduce energy costs, lower pollution. convert solid waste

‘to fuel and promote and retain jobs by encouraging the.

growth of a “‘new’’ source of electric power: cogeneration

and small-power production by non-utility energy en--

trepreneurs. These are terms for a method for coupling

electric power generators to factories and institutions

with a high steam load or demand for heat—whether an
oil refiner or a YMCA—and using the heat to produce
“electricity that can serve the customer's own needs while
selling any excess to the utility.

With cogeneration. consumers who are strapped by
New Jersev's high electric rates will find that they can

convert this liability into an asset. These high costs will

act as a spur to investors eager to assist consumers in
the installation of cogeneration equipment. Cogenerated
power will then replace much of the high cost electricity
formerly generated by utilities, leading to lower costs to
all, but especially to those cogenerating. In this way,
electric power production statewide will gain new gener-
ating capacity without the risks or uncertainties as-
- sociated with traditional utility power plants. ’

Cogeneration offers wide-ranging economic benefits
statewide as well. Lower energy costs resulting from
cogeneration make it more attractive for businesses and
industries to locate and to remain in New Jersey. Not
~only are jobs retained in the state. but a company that
is investing in a cogeneration facility is not likely to
move to another region.

Encouraging the development of cogenerated power
would unlock a huge market for cogeneration equipment
and services. According to the New Jersev Department
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of Labor’s Division of Planning and Research. construct-
ing 500 MW of cogeneration would create 7.500 1o 10.00:
jobs for masons, engineers. electricians, plumbers.
carpenters, and planners as well as 9,700 to 10.000 in-
direct jobs in trucking, manufacturing, and other sup-
port services, for a total of 17,000 to 20.000 jobs.

In addition, cogeneration in New Jersey will increase -
the yearly consumption of natural gas. which will benet:
all gas customers by spreading the fixed costs of pipe- -

~lines and gas companies over greater sales volumes
~ Electric consumers, too, will benefit as cogenerated

power sold to local electric companies helps to offset the
need for large new central power plants and the impor:-

~ation of power from out of state.

VTo bring this opportunity to fniit‘ion. the State mus:
clarify how electric utilities cooperate with this new
energy source which also can compete with utility factii-

~ ties. New rules are needed to harmonize traditional mc-

nopoly regulation with the promotion of non-utilits
power development. Cogeneration and small power prc.
duction can then fulfill their immense potential for im.-

proving the economy and environment of our State.

In the early years of electric power development.
cogeneration was widely used in industrial piants. Grad-
ually, however, electric utilities began to grow and a&-
sorb non-utility power producers. In part this growtr
reflected the new technologies of long.distance powe:
transmission which made centralized electric power

plants more economic. In part it also reflected actions

by utilities with the support of state and federai regu-
lators which would be gquestioned today as ant-
competitive and monopolistic. See, R. Munson. gener-
ally, The Power Makers (1985) and C:.
“Cogeneration: Revival Through‘ ‘Legisiation.” =7
Dickinson L. Rev. 705 (1983). pp. 707-717

-1,
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By 1820 about 30 ,perceht of the nation’s eléctricity
~'was " still- cogenerated: by -1950. 17 percent was
cogenerated. At the start of this decade. cogeneration

reached its nadir—+ percent of national production. It

is now sharply on rhe upswing, however, with over 7

percent of the nation's power generated in-this manner'

and much more on 'ne way.

The re-emergence of cogenerat_ioh ‘and  other non-
“utility power sources marks a re-emergence of com-
petitive forces in an arena where natural monopolies

abiiity of atates to sustain existing ndu:tt'h ang a-

new ones. In-New Jersey high cost power is an ecom"
concern of the highest priority. Indeed. there appears
be a strong correlation between the level of energy pric
in a state and that state’s competitive status within t

‘industrial market. The 1984 Alexander Grant Studs

have reigned supreme. As BPU Commissioner George"

Barbour described the change: “Competition  has
entered the markets for many services long regarded as
classic natural monopolies,” leading to a ‘‘partial revo-
lution” that requires regulators to ‘‘reexamine policies”
grounded on traditional monopoly theories. (G. Barbour,

Publxc Utilities Regulation: The Opening of a New
Era,” 116 Pub. Util. Fort., No. 11 (\o»ember 28, 1985)
at 1a)

'Opening the door to cogeneration means rethinking

utility = regulation.
enterprise,
. grafted onto traditional regulation which assumed the
necessity for vertically integrated monopolies with ex-
clusive territorial rights (the horizontal monopoly). In
. this new era of competition regulation must engage in
a
sition to a more competitive market in electricity and

Promoting an . entreprenuerial

such as cogeneration, cannot simply be

“step-by-step and balanced approach’ in the tran- -

-pressed: into three basic approaches:

General Wanufacturmg Business Climateés of the For

Eight Cont‘guou.s States of America noted that ener

costs in New Jersey remained “unacceptably high."
spite the fact that New Jersey rose fromr 47th p,lace
24th place in terms of overall business climare.

Ownership Options

 The ownership and operation of a cogeneration fact.
can be structured in manv ways, which can he ¢c
_ industrial. jc
industrial/utility, and third-pany.

Industnal Ownerslup

In this option the cogeneration facxhrxes are bt
owned and operated by the same company or en
which receives the cogenerated power. Both the ther
and electrical energies produced by the system
utilized at the site with excess electrical energy sol¢

- the utility. The majority of the State’s existing cogen:

related services. (G. Barbour, [d.) The goal of regulators

in 1985 and beyond must be to define where natural

monopolies end and competitive forces begin, and then
proceed to harmonize the. two. This is the regulatory -

crossroad described by Commissioner - Barbour and

ushered in by the technological advances and changmg »

economics of electnc power productlon

Cogeneranon is an 1dea whose vmne has cdmé again.
It is a proven and feasible technology which can be

readily employed in New Jersey just as it has in Cali- -

fornia, Texas and other states where energy businesses
have flourished alongside healthy electric utility sys-
tems. All that remains is for the State to open up the

electricity market and allow investors to compete effec-
~tively and fairly with utility power.sources. This chapter.

and the specific policies which follow are intended to

produce that result. But in the end the fate of the

cogeneration industry will lie with the industry itself and

'its ability to sell its services to New Jersey businesses
_ and institutions which are eager for a way out of continu-
ally rising energy bills. All that the State can and should
do is to create conditions favorable for cogeneration. to
develop at its own pace and on its own merits.

One of the primary reasons for promoting cogeneration

is that energy costs have become a critical factor in the

- power.

tion plants fall into this category. including all cogen
tion systems which produce mechanical shaft ho
Hoffman-LaRoche's cogeneration . plant
Belvidere, Warren County is an example of this opt
Backup service is purchased from the utility in cas
breakdown or scheduled maintenance.

Joint Industrial/Utility Ownership

This option refers to a cogeneration facility owne«
part by an electric utility and an industrial partner.
role of the utility may also be assumed by a subsid

-of the utility.

An example of joint ownership is Riegel Paper. w!

the gas turbine is owned by a subsidiary of NUT.

generator by JCP&L and the waste heat boiler by Ri
Paper ’

| Third-Party Qwhershipv _

This ownership aption refers to a cogeneration fac

~ which is owned, operated, and otherwise managed !
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corporation formed solely for this purpose. Thermal
electrical outputs are sold to another party or par



-An exampie of this option is Trenton [ntegrated Com-
munity Energy System (ICES) project. a government-
sponsored system owned and operated by the Trenton

District Energy Company (TDEC), which is a private:

coneern consisting of Cogeneration Development Cor-
poration of New York City and a number of general
partners. Landlords who. generate inexpensive
cogenerated power tor resale to industrial parks or shop-
"ping mall tenants also fall into this category.

Financing

Feasibility Studies: The Department has proposed
legislation to appropriate funds for site-specific feasibili-
ty studies of industrial cogeneration. Coal conversion
studies would be funded from this appropriation as well.
The Department has already identified more than 2,000

- tricity should also be phased out so that a trulv "!

large boilers which are potential targets for cogeneration.

Based upon available information from other states with
similar programs, site-specific feasibility studies per-
formed by independent licensed engineers range from
$700 to $30,000. The Department would pay up to half

of the cost of each feasibility study, limited to a maxi-

mum of $5.000..

Construction: The New Jersey Economic Develop-
ment Authority (EDA) was given the legislative man-
date to ‘“‘guarantee up to 90 percent of the amount of
aloan to ... an energy improvement svstem.” N.J. S 4.
34:1B-5(r). Thus, cogenerators are eligible for funding at
below prevailing market interest rates. Many small- and

- moderate-sized businesses will find subsidized interest
rates a strong incentive to evaluate the potentiai for
cogenerauon :

Potential cogenerators in the main can be expected to
turn to traditional lending sources for their investment
capital. To do so, however, investors must receive suffi-
cient indication of success if they are to proceed with
financing. At present, investors are simply unable to
gauge the credit-worthiness of projects in this State due

to the unpredictable nature of power sales from the

cogenerator to the utility (buy-back rates).

Other economic incentives are available through lib-
eral tax treatment of facilities. These include the invest-
ment tax credit and accelerated depreciation allow-
-ances. With pending federal tax reform, however. these
incentives may soon be ended and cogeneration will be
forced to compete even more with other investment op-
portunities. This likely change in the Internal Revenue
Code is further justification for a strong State policy in
favor of cogeneration if it is ever to have a chance to
develop in New Jersey.

X

As a rule. economic :ncentives shouid 2ot ComITic
indefinitely. Their primary purpose is to provide a'sount
basis for renewing cogeneration as a means of proc ac
energy. After that, cogeneration must compete on :1s "
own merits. Incentives. therefore. must be recognized as

short-term benefits which can and should be reduced as

T

= -

the proportion of cogenerated electricity mcrease:,m_

multaneously, the liberal tax benefits and related incen- -
tives available for the central station generation of eiec-
aé\'éé »
playing field" is created. In the meantime. however. -
special incentives will be necessary for the re-introduc-
tion of cogeneration into the New Jerse» economy and

'energy mix.

In the section which follows the Department sets torth
in detail the initiatives that it will undertake to advance
cogeneration in the State, the problems faced bv this
new industry, and the particular solutions that must be

‘employed.

How the DOE thl Promote
Cogeneratwn

The Depanment will promote the fullest possibie

-economic use of cogeneration in New Jerseyv in five basic
ways. ‘ o :

First, the DOE will continue its public education pro-
gram. - : :

- Second, the DOE will establish a special “Cogenera-

~tion Center” at the DOE to assist potennal users ang
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developers of cogeneration.

Third. the DOE will work for any legislation needec
to ‘'end. the remaining barriers to cogeneration. so tha:
it can compete on a “level playing field” with urtihity
power sources.

Fourth the DOE wxll apply its energ-\ conservaticn
and planning regulations to require utilities affirmat:ve-
ly to plan for the incorporation of substantial am: ‘
of cogeneration and other forms of non-utility. aiterna-
tive technologies into their supplv mix.

aAUnTs

And fifth, the DOE will implement this chapter ot =ne
Master Plan in every arena of importance to cogenera
tion, notably in proceedings before the BPU and
policies of the DEP.




: qublic’ Education N

On May 23, 1985, over 300 representatives of cogenera-
tiop developers. banks, businesses. utilities, and govern-
ment officials crowded into a room at the Gateway
Center in Newark to attend the Governor's Forum on
- Cogeneration in New -Jersey, sponsored by the DOE.
- Among the companies that discussed their successtul
cogeneration etforts in New .Jersey was Hoffman-
LaRoche with its 23 MW Beividere plant. Other
speakers described cogeneration’s future as a way to
conserve energy, lower electricity bills; and substitute for
isolated, single-purpose power plants now in use.

On September 10 and 20, 1985,
‘hearings on utility policies regarding cogeneration:
gas and electric wutilities -testified on
September 10. On September 20. the DOE heard
responses from the cogeneration industry, followed by a

~

The Center will also contain a registrv of cngeneras:
projects that will enable it to tabulate the zrow:n
cogeneration in the State and to focus attention on pr
jects in need of assistance. In this respect. the cenrer w
function much as the Office of Business Advocacy with
the Department of Commerce and Economic Deveio:
ment was intended to do—to serve as a proponent nf
technology with immense potennal to benef't the enc
\tate

Le‘gislation and Lbb‘bying.

_the DOE held -

. concluding session on September 24 due to the overflow

of witnesses. These hearings are part of the record in this
Master Plan. They have proven to be mstrumental in
 its development.

The DOE plans to hold mote,seminalrs.,éonferencns'.

public hearings and. if need be, investigations, to exam-

ine the problems and publicize the promise of cogenera-
tion in New Jersey. These educational sessions will be
especially helpful in explaining all facets of cogeneration
policies to the public and private sectors alike.

The Cogeneration Center at the DOE

The rudiments of a Cogeneration Center at the DOE
" are already in place. The Commissioner has pinpointed

The Legislature has passed and the Governor h
enacted a bill, 3-2531 (P.L. 1985 C. 359), which exemr
all sales of natural gas to cogenerators from the Grc
Receipts and Franchise Tax. This tax. initiated decad
ago as a substitute for local property taxes. h
burgeoned into a 14 percent sales tax on all electrici
and natural gas sold by regulated utilities. But gas sc

“to electric power companies, for use in generating ele
_tricity is exempt from the tax. Thus, electric urilit

have an immediate 14% price advantage

cogenerators. By exempting from tax gas sold
cogeneration, the Legislature has helped to level t
playing field of competition between potent
cogenerators and traditional utilitv-supplied electrici
In addition, the Legislature has passed and the Goverr

ot

‘has enacted another bill, S-2529 (P.L. 1985 C. 26
~which exempts cogeneration gqxxipmen; from sales t:

The Cogeneration Center will work with legislat
and the Governor’s office in promoting the best leg

- lation possible. The center will testify, draft bills. -
~ ganize coalitions, and generally work for the passage

"cogeneration as the leading single iniiiative of the De- -

partment. He has named a member of his staff to work
as a full-time cogeneration coordinator. Other offices
within the Department devote much of their attention
to advancing the cause of cogeneration.

More, however, is needed and clearly justified if this .

environmentally sound, economic and highly reliable ap-
- proach to energy efficiency is to reach its full potential.
- Therefore, in keeping with his power to “organize the
work of the Department and [to] establish therein such
administration subdivisions as he may deem necessary,”
(N.J.S.A. 52:27F-8), the Commissioner will establish a
Cogeneration Center at the DOE. This center will act
~as a  central clearinghouse for cogeneration op-
portunities; it will mediate problems and disputes; it

will cooperate with the Department of Health in its’

efforts to cogenerate at the many institutions under its
jurisdiction; it will assist the DEP in permit procedures:

- and, perhaps most important, it will be a full-time ad-
.vocate for cogeneration in the State.
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laws needed and justified to further the public inter
in a thriving cogeneration industry in New .Jersey.

The Energy Conservatwn and Planmng
Regulanons

Cogeneration and small power production are amc
the most efficient and dynamic forms of energy
servation yet devised. They include windmills. wa
heat recovery, resource recovery and other forms
alternative technologies. Because a cogenerator. in
fect, is able to use the same energy twice, cogenerat
both heat or steam and making electricity, a cogenera
is also an energy saver of the highest order.

Moreover, as cogeneration replaces the inherently
efficient use of isolated, single-purpose power plants

" by utilities—seldom even half as efficient as cogene

tion—we may see net reductions in the use of cert
fossil fuels ta make electricity, even if these fueis



used in cogeneration. Recent data show that electric

power utilities continue to rely heavily on natural gas

or oil to make electricity: vet they waste most of the heat
cregted by the burning of these fuels rather than captur-

. ing the heat for dual use, as would a cogenerator. For
example:

More than 347 of Atlantic Electric's in-state
generation was derived from oil and gas:

Approximately 947t of JCP&L’'s native gener-
auon was oil- or gas-fired;

Some 58% of PSE&G’s in-state generation
- came from burning the same fuels;

And for New Jersey utilities as a whole, about
60 percent of power generated within the State
was produced by oil- and gas-fired facilities.

- Compared to cogenerating the same amount of elec-

tricity through oil or gas, these figures suggest that vital

- fuels are being used wastefully. A shift to cogeneration
and other alternative technologies can change this.

In short, cogeneration can substitute for the burning

“of oil or natural gas by utilities as part of a com-

prehensive energy conservation and planning effort.
Even if all cogenerators use natural gas, the fuel of

interrelated. Each electric utility's. energy CAnsérvat:” -~
plan will include. inter alia. its evaluation of “programs<
designed to promote energy conservation through the =se
of alternative technologies,” including cogeneration /2
at 1.4(a)6). The DOE will then'determine if these pians

. comport with the goals of the regulations and the DOE

Act 1o assure ''a secure. stable, and adequate supplyv nr
energw’at reasonable prices” for the State tN.JS A

27F-2). To be approved by the DOE, utility plans
must show how they promote cost- effecnve cogeneration

and ‘other forms of energy conservation. Utility plans

which do not meet this test will not be approved and
will, therefore, be amended. Approved plans. in turn,
will be enforced through all measures available by law.
including (if need be) judicial mjunctlons and pename~
(NJS A 52 2"F 21).

.Implementmg Tlns Master Plan

Fmal]v, and perhaps most xmponantly this Master
Plan provides much-needed guidance for the future of
cogeneration in New Jersey. The Master Plan is in-
tended to show other departments and agencies in the
State with jurisdiction over cogeneration how to use -

_ their power to promote its widespread use without sacri-

- choice for cogeneration, there could be a net reduction.

in fuel used to produce the same quantity of megawatt

hours and on-site heat use that would otherwise come

from separate utility and on-site heating. In this way we
“see that promoting cogeneration saves natural gas given
~ the innately more efficient two for one properties of
cogenerating heat and electricity.

New Jersey is not the first state to reach this con-
clusion. The California Energy Commission, for exam-
ple, has recently published its new energy plan. The
Commission counts heavily on cogenerated electricity
for much of the State's power needs over the next 10
vears. In fact. no new power plants of any kind will be
“built by utilities in that fast-growing state. See, gener-
. ally, The 1985 California Electricity Report: Affordable
Energy in an Uncertain World, C.E.C., P106-85-001

. abide by the Plan as if it adopted this Plan. The oniy . .

(May, 1985). The Commission tabulates that some 7.300 -

MW of cogeneration capacity are under contract with
utilities: about 2.000 MW are considered “likely to be
available” based upon a historical rate of 28 percent of
+all identified projects” coming to fruition (/d., at 60,
Table 4-5).

In sum. the Department will interpret its Energy Con-
servation and Planning Regulations (N.J.A.C.
14A:20-1.1, et seg.) with the above precepts in
mind—namely. that conservation and cogeneration are

ficing other public concerns. How the agencies respond
to this plan is, therefore, crmcal to the success o
cogeneratmn

Thus. some explanation of the proper role of the Maz:-
ter Plan in the deliberations of other agencies—notabiy.
but not exclusively, the Board of Public Utilities—may-
be helpful. (These comments would also apply to any
other section of the Master Plan.)

The Department of Energy Act authorizes the Depar:-
ment to adopt a State Energy Master Plan which agen-
cies Tnust implement to the “maximum extent prac-
ticable and feasible” (NV.J.S.A. 52:27F-15b).

This means that, each “State instrumentality”™ wil}
difference may be that agencies are empowered to reiax
the Plan's demands when it is clearly necessary to d=

so, based upon evidence that comphance is not “'prac-
ticable and fea51ble :

To assist each instrumentality in complying. the DOE
may prepare “such guidelines as the Department de-
termines to be relevant” and helpful (Id.). Guidelines
are offered by the DOE wherever the Commissioner fincs’

- a need to provide greater direction and specificity to the
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Plan than the Plan itself conveys. Since the guidelines
are merely explanatory of the Plan, they shouid ne
honored in the same way as the Plan itself. The Cor-
missioner has determined that the cogeneration peiic:es

%



and the textual explanations therein are sutficiently
precise that no guidelines are needed at this time. (See
VN.J.S A 52:27F-15(b) which grants the Commissioner
.,dxsqxetxon in resorting to guidelines: . The Depart-.
ment shall prepare ... such guxdelmes as the depart-
- ment determines to be relevant to assist each such in-
" strumentality in conforming with said energy Master
Pian... .

Cog'eneraiion: Problems and
Remedies

Unless stated otherwise, all references here or in any
‘other part of this Master Plan to cogeneration or small
power production shall mean the same as the definition
of “*qualifving facility” or “‘cogeneration and small power
‘production’” adopted by the Federal Energy Regulatorv
Commission, 18 C.F. R. 292.101 and .202. -

At the September 1985 hearings on cogeneration. the
Department considered basic problems or barriers which
inhibit the economic use of cogeneration. After careful
deliberation, the Department has determined that the
major inhibiting factors are as follows: :

1. Buy-back rates: The rates offered by electric util-
ities for the purchase of cogenerated electricity are too
low, too variable, and too unpredictable. They also fail
" to satisfy the requirement of PURPA to offer rates based
upon the “‘full avoided cost” in the long-run of cogenera-
tion as a substitute for power plants owned and operated
by electric utilities. '

2. Back-up power rates and access: Evidence suggests
that electric utilities continue to charge rates for back-

. up power to cogenerators that appear excessive in light
of actual ‘experience to date around the country.

Pursuant to the Board of Public Utilities Order in
Docket 8010-687 (October 14, 1981), utilities were per-
mitted to charge rates based upon an assumed system
outage of 15 percent. Experience shows that the outage
rate is closer to 5 percent. Excessive rates discourage
investment in otherwise feasible cogeneration systems.
Now a decision by the Federal Energy Regulatory Com-
mission (FERC) has raised much doubt as to whether
third-party cogenerators will have access ta back-up
power at any price.

. 3. Wheeling access and rates: Electric utilities con-
tinue to maintain barriers to non-utility power sources
gaining access to transmission lines for the sale of their
cogenerated power to utilities in different service terri-
tories. These  barriers include unpredictable wheeling
rates and non-economic restraints which bear little rela-
tionship to the burdens and benefits of installing large

quantities of cogeneration on the system. [n ada:z:r
cogenerators serving more than one facility need 7o er
-gage in “'self-wheeling” in order to take full advan:asz
ot economies of scale.

4. Unequal bargaining power: Utilities have unfa
-bargaining advantages over cogenerators due to th
monopsony position of the utility (many sellers but on
buyer), the greater risk exposure of cogeneration 'r
VestCrs, and oiner factors. Steps must be taken to pre
vent utilities from taking advantage of their monopson
status, including the use of standard form contracts an
.incentives/penalties to promote good faxth barvamxr
thh cog@nerators

3. Access to natural gas: Natural gas is the princip
fuel of cogeneration, largely due to its clean-burnir
properties, which are critical to the location and ope
ation of cogeneration units in urban and densely pop’
lated areas. Unfortunately, prospective cogenerato
have had great difficulty in securing adequate suppli
at affordable prices.

6. Environmental permit procedures: Potential d
veloners ave compolained of difficulty in gaining neces
ary siw ~~llvvine and related permits from the Depai
ment of Environmental Protection. They also fear t
exaction of unreasonable air pollution requxrements th
may maxe cogeneration uneconomic. :

7. The future of cogeneration in a power-glutted me
ket: There is a persistent concern that cogeneration m.
be stifled by the continuing, and in some cases growir
glut of uneconomic but utility-owned electric power ge
erating capacity. This concern arises even thou
cogeneration can supply large amounts of power at rat
that are cheaper than much utility capacity. ev
though ccgeneration can reduce net pollution and n
energy use, and even though it promotes a more reliat
electric power system. This concern is especially pressi
in the case of the PSE&G service territory, where mc
of the State’s cogeneration capacity is found.

8. Miscellaneous Conqems:

(a) Evidence indicates that some utilities do r
always negotiate in good faith. Regulation
needed to assure good faith efforts to conclu
contracts.

(b) To assure least-cost energy for consume

. cogenerators should be allowed to "bid™ to d

place more expensive power sources, includi
utility capacity.

While utilities should be permitted to enter
market for cogeneration development. spec
safeguards are needed to protect compet:tu

(¢
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Buy-back Rates for Cogeneratwn and 7 |

Small Power Production

»Qne of the thorniest issues of cogeneration is how to
compute the buy-back rates for cogenerated power.
Many articles and journals have addressed this question,
as has virtually everv state regulatory commission in the
nation, leading often to varied and creative approaches.
(See. e.g., C. Wooster, ““Cogeneration: Revival through
Legislation?" 87 Dick. L. Rer. 705 (1983); W. Collins.
“Electric Utility Rate Regulation: Curing Economic
Shortcomings Through Competition,” 19 Tulisa L. Jour.
141 (1983); M. Yokell and D. Marcus, “Rate Making for
Sales of Power To Electric Utilities,” 114 Pub. Ltil.
Fort.,, No. 3, Aug. 2, 1984, 21-28; J. Schillaci,
‘Simultaneous Buy and Sell Provisions of PURPA Sec-
tion 210 Regulations,” 106 8 Pub. Util. Fort. No. 8 at
-43-45; S. Silverstone, PURPA Provisions on Cogenera-
. tion and Small Power Production (1980); “The Ap-
- propriateness and Feasibility of Various Methods of Cal-
culating Avoided Costs,” B-141 (1982) (Draft document,
National Regulatory Research Institute);
*Statewide Purchase Rates Under Sec. 210 of PURPA.”
3 Solar L. Rep. 419 (1981); “Calculating Capacity Costs
in Cogenerated Rates,” 108 Pub. Util. Fort. 57, 58 (Sept.
.24, 1981); Stirba, et. al., “Implementing PURPA; the
Selection of an Appropriate. Methodology,” 6 Journal
Energy Law and Policy 91 (1985); and Yokell and Porter,
“You Can Avoid Pitfalls in the Sale of Cogenerated
Power,” Cogeneration, 31, Sept.-Oct. 1984. See also. R.
Munson, The Power Makers, Rodale Press, 1985, and C.
Flavin, Electricity's Future: The Shift to Efficiency and
Small-Scale Power, World Watch Paper 61 (1984) for a
broader discussion of the future role of cogeneration.)

How much is a utility required or allowed to pay a
_ cogenerator for electricity sold to the utility? The Public
Utility Regulatory Policies Act (PURPA), passed in 1978
as part of the National Energy Act, requires utilities to
pay cogenerators at a rate no lower than the “full
avoided cost” (FAC) of the utility (PURPA, Sec. 210,
- 16 U.S.C. 824a-3 (1982);
"C.F.R. 292.101(b)(6)(1985). In addition, the purchase
rate must be “‘just and reasonable to the electric con-
sumer . .. and in the public interest.” and *‘[n]ot dis-
_ criminate against qualifying cogeneration and small
power production facilities™ (Id., at (a)(i) and (ii).

The FAC is defined by FERC as ‘“‘the incremental
costs to an electric utility of electric energy or capacity
or both which, but for the purchase from the
[cogenerator], such utility would generate itself or
purchase from another source' (18 C.F.R. 292.304 (b}{4)
{1985). Interpreting these and other regulations has led

to a nearly constant stream of litigation, culminating in
- three United States Supreme Court decisions which ap-
pear now to have settled the issue at least enough for
development to proceed. These critical decisions are:

R. Lock. '

and FERC regulations, 18

“The

FERC. ¢ Mississippt. 456 U.3. V19827 Ruprem.

" Court upheld the constxtutmnalm ot PLRP«X. inopar-

ticular the decisional duties imposed on state regukax i
commissions); American Paper [nstitute v. American
Electric Power, 461 U.S. 402 (1982) [Court upheld
FERC's “full avoided cost" formula and interconnection
rules against challenge by three utilities.}: and C7n-
solidated Edison Co. v. New York Pub. Serv. Com.. 33
U.SLW. (1985) [Court dismissed Con ~Edison's
challenge to the constitutionality -of - a minimum

- purchase rate for cogenerated power of 6¢ per kilo-.

watthour set by legislation which mav exceed the rrue
avoided cost, if set pursuant to FERC rules.]

The Draft Energy Master Plan (Marbh 1983) requires

‘the BPU to set rates which “‘are equal to the fuily

avoided costs of capacity (present value of new baseload
plant) and energy (current average generation expenses
of each utility’s oil and gas units)” (Draft Energy Master
Plan, at 132, 135). This approach has been criticized as
combining ‘‘apples and oranges’’ because
cogenerator should receive energy payments based on

~ the energy costs avoided by the baseload power plant

 sey. .
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also avoided. (In the Matter of the Public Hearings [n =
Re: Draft of the 1985 Energy Master Plan, September
10, 1985, Statement of B. Parent, at p. 28 [hereafter -
“Tr.” followed by p. number and date}). Since the DOE

- believes that the appropriate avoided power plant is &

“proxy coal plant,” the avoided energy cost should be
that of coal, not the more expensive oil or gas. It has
also been criticized for deviating from the current poiicy
of the BPU, which is to require utilities to negotiate with
each cogenerator the costs of purchasing power from the
Pennsylvania-New Jersey-Maryland (PJM) grid plus a
10 percent add-on (commonly referred to as “PJM pius
10") for the energy component. and the PJM capacitv
deficiency payment for the capacity component. [rn tre
Matter of the Consideration and Determination o
Cogeneration and Small Power Production Standarc:
Pursuant to the Public Utility Regulatory Policies Ac:
of 1978, Docket No. 8010-687 (October 14. 1981}, at
{hereafter “"Board’s Order) {“We further believe tha

the setting of avoided energy cost at 10 percent above
the PJM billing rate will help to adequately promote
cogeneration and small power production in New Jer-.

R

The DOE believes that a response to these criticisms
is in order. It is important to begin by stating the funda-
mental steps in determxmng the FAC as contemplatec
by the DOE.

The Full Avoided Cost is the Sum of the
Capacity and Energy Components '

Using an incremental, or long-run. approach o FAC
requires that we consider the ability of cogenerat:n o~

the



replace or defer the construction of new utility owned

and operated power plants. (Yokell 'and Marcus, “Ra;é
Making for Sales of Power To Electric Utilities.” 114

~ Pub. Util. Fort., No. 3, (August 2, 1984) at 22 (hereafter

“Yokell and Marcus ™. If cogeneration in the aggregate
replaces or delays the construction of a large coal or
‘nuclear power piant. consumers may see a net, long-term
. reduction in their :ncremental rates. Rates will be lower
than they wouid have been but ‘for cogeneration.

although cogeneration may not reduce rates below their

present level.

With cogeneration development total electric power
generating capacity will increase without corresponding
investments by electric utilities or their ratepavers.
Cogeneration also provides other tangible and mtangxble

benefits which do not always show up in consumers’

rates. Also known as ‘‘positive externalities,” these ben-
efits include improved system reliability and efficiency.
reduced air and water poilution. and a shift in risk-
taking from utility ratepayers to cogeneratibn investors.
{See Flavin and Wooster, generally. and see also Morris,
“The Upcoming Boom in Cogeneration’.
Fort. No. 11, 17-19, (May 30. 1985.). These factors help

. to explain the federal directive that buy-back rates for
cogeneration be set on the basis of the “incremental
costs” to the utility (18 C.F-R. 292.304.)

The DOE interprets “‘incremental costs” to mean the
capital and energy costs combined of a utility construct-

ing and operating its.own new power plant. This view
~ accords with the great majority of jurisdictions and re-
. viewers. who have concentrated on this question and
resolved it independently, {Wooster, 87 Dick. L. Rev.
703, 735-37, supra. for a state-by-state listing.)

The question, therefore, devolves into two parts: What -

“will be the capital or capacity component and what will
~ be the energy comporxent of the rate to be paid to
cogenerators" ,

Capital or Capai:ity Component

Two general methods have beem identified to this
problem: the Differential Revenue Requirement method
(DRR) and the Proxy Unit Approach (PUA) {Yokell and
Marcus, supra, at 23).

The DRR mirrors what a unhty would do in calcu- -

latxng the value of a cogenerator’s electricity sales. Es-
sentially, it directs the regulatory authority to find the
revenues required under a hypothetical “‘optimum gen-
eration expansion plan over a selected period” assuming
no contribution by cogenerators. Then perform the same
calculation after “‘forcing the [cogenerators] into the
plan at the assumed time” (/d.). Next. subtract the
revenues required under step 2 from those required

1153 Pub. Ll

under step |- This represents the financ:ai va:ue

cogeneration to the utility. Contracts can then

awarded based upon an applicant's share of the capac:!

allocated to cogeneration in the utility’s expansion pia:
- The DRR has been favored by most utilities.

Practical flaws in applying the DRR approach rend:
it virtually useless to regulators. Foremost among the:
is the inherent dependence of DRR on a barterv of a
sumptions and data that are often subjective and large
in the utility's sole control. Even if regulatory officia
possess the rationale of each urility assertion, it wou
be burdensome and difficult, to say the least, to test tul
the basis and accuracy of each utility calculation on
timely basis. Presumably. the reports filed by utlit!
under 18 C.F R. 292.302(b), requiring annual avoid
cost reporting ‘‘on a cents per kilowatt-hour basis
might reflect the data to be used in a DRR approac
but the task of verifying data is enormous. (See Pu
Serv. Coord. Transp. v. State, 5.NV.J. 196, 217-219 1195
in which the New Jersey Supreme Court admonished t
State PUC to probe all data provided by regulated ut
ities rather than accepting them as true.) Before t!
task of verification, probably through the adversar
and public hearing method, could be completed. t
data would be rendered stale and the process might ha
- to start anew. Meanwhile, much cogeneration would
~ left in abeyance awaiting the outcome. The DOE. the
fore, rejects the DRR method at the present time d
to these practical considerations, despite its obvious 2
peal as a theoretically more thorough and ngorous
proach to determining cost-avoidance. '

The Proxy Unit Approach (PUA) avoids many of th
pitfalls. It is also so simple that most major “cak
lations can be performed on a hand calculator by anvc
who understands the basic elements of utility op
ations”’ (Yokell and Marcus, at 23). The PUA lox
simply at a hypothetical power plant—assumed to
replaced by many cogenerators—and the costs of fina:
ing, building and operating that unit. (Compare t
method to the difficulties in examining the entire util
expansion plan over several decades of the DRR.) 1
PUA allows the regulatory officials to break the quest
down into the relevant, manageable parts, such as

—What is the proxy unit? (e.g., fuel, size, locan
operating characteristics, etc.)

—What is the timing of the proxy unit? (e.g.. wl
would it be needed but for the cogenerators )

—How much will the proxy unit cost?
—How reliably would this proxy unit operate’
—What is the present value of avoiding this proxv:

which can therefore be awarded to the cogenera
and form the basis for their compensation”’

.98

/oK}



Determining The Proxy Unit

There are at least four ways to decide on the proxyv
unit, Each has several problems, but one has benefxt.s
that ultimately outweigh its difficuities.

The L'tility's Most Recently Completed Unit: The ob-
vious benefit of this approach is that it yields objective
‘and specific numbers. All can see the costs actually
incurred and passed on to tatepayers in the last power
plant built. The problem is that the newest power plants
built by New Jersey's electric utilities, except for Rock-
land Electric, have been nuclear power plants. Hope
Creek. at $3.8 billion or higher, is so costly that if it is
used as the basis for cogeneration planning, excessive
buy-back rates might be produced. No New Jersey util-
ity is likely ever again to spend so much on a single
power plant, with or without cogeneration. More
cogeneration than is justified could be stimulated, and
ratepayers might pay rates that are unjust.

The Utility's Next Power Plant: The benefit of this
proxy unit is that it may actually conform to the facility
that cogeneration will displace. This proxy unit has
much certainty and realism to it. However, it leaves too
much within the discretion. control and judgment of the
utility which may have a strong interest in deterring
non-utility power sources within its service area. A util-
ity could stifle the growth of cogeneration simply by
altering its demand forecasts and resource plans at will.
It might publicly plan on no more power plants for the
foreseeable future and assign a “'zero" value to cogenera-
tion. Then when cogenerator investors are deterred from
competition with the utility, it can reverse itself if need
be and resume. planning for a power plant or power
purchases which healthy comper:tinn *rom cogeneration
‘might have avoided. This approach, therefore, suffers
from a potential for *‘bait and switch” manipulation that
renders it unfair and unreliable.

The Utility's Next Unit After Certification by the
DOE: This approach borrows from e preceding ap-
proach, but it has the balancing effect of an outside
review by the DOE that will require each utility to sub-
mit detailed plans for energy conservation (N.J.A.C.
14A:20-1.4 through 1.8). Once the DOE has reviewed
and approved the utility plans, it may then certify them
(Id. at 1.9). In this way, a finding may be forthcoming
as to what the appropriate avoided power plant will be
with respect to each utility. The advantages to this ap-
proach are numerous. DOE reviewers can determine on
a utility-specific basis what is tiic upiiiuuin plan for that
utility. How much conservation investment should the
utility plan to accomplish? How much will this defer the
need for power generation or ‘purchase, whether from
PJM or from cogenerators? Clearly, such a planning
process can work. However, it may not be suitable to the
singular purpose of identifving a proxy unit and the
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conseguent setting of avoided cost rates 1o he Dad t
potential cogenerators. Dela\s can be expected in ; £
plans. These deiavs could forestall otherwise )um::ec
cogeneration deveiopmem

More to the point, this planning process is direcred
primarily toward the promotion of conservation. particu-
larly in the residential sector: it is still the least costly.
most environmentally sound form of energy deveioo-
ment (Draft Master Plan, at 157, 173). It ‘would be
anomalous if promoting residential conservation shouid

‘serve to bar, even temporarily, the cost-effective de:

velopmgnt of commercial and industrial cogeneration.
Both merit support and devoted attention. And. since
much of the conservation initiative will be limited 1o
residential and small commercial ratepavers. it is onlv.
fair and proper that cogeneration should proceed at its
own legitimate pace, given its strong benefits to indus-
trial and large commercial users who have had to fend

for themselves in coping with rising electric rates.

In due course, the DOE believes that it will be able
to fine tune the planning process so that the cogenera-
tion and conservation initiatives are effectively merged.
The conservation regulations contain many inducements
to cogeneration that will directly benefit this effort as
well. Nevertheless, until such time, :he DOE finds that
there is a clearly preferable methodology.’

The Hypothetical Statewide Power L'nit: The mos:
practical approach to a proxy power plant is to de-
termine the hypothetical power plant on. a statewice
basis exclusive of statewide conservation developments.
Such a pragmatic approach recognizes the statewide
regulation and interconnectedness of the investor ownec
power companies. It also reflects the regulatory sim-
plicity of identifying one unit that would, in fact serve
all the users of the State at varying times due to power
exchanges and interconnections. Furthermore. it Tre-
moves the opportunities for a utility to “'bait and switch™
and eliminates the delays and regulatory expense of er-
gaging 'in laborious company specific assessments c"
power plant investment decxsxons that are stil] severa
years away.

What is New Jersey’s Statewide Proxy
Power Plant?

As stated in the March, 1985 Draft Master Plan. i«
DOE is convinced that the appropriate statewide proxy
unit is a hypothetical baseload coal-burning powe-

“plant. When it is needed could be the subject of debate.

(See, e.g.. the Electric Facility Need Assessment Ac:.
N.J.S.A. 48:7-16, et seq.) Historically. State regu.ators
have had little involvement in formal reviews of the neec
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for new facilities. The relared question of timing. i.e.
when a power plantjustified for billing to consumers and

“bringing inta operation, has received only minimal at-.

tention as a rule. Thus, it would seem anomalous to
' applv a stricrer standard to small. non- unhty facilities
than was applied to large, utility units over the vears.
Nevertheless. new facilities can be justified and. indeed.
are needed whenever thev will reduce electricity costs.
lower acid rain’deposition from State dependence on

Thg Energy Component

Logically. it would seem that the energy compone:
of the proxy power plant should serve as the basis &

“compensating the cogenerator for energy actuailv d

livered. If the cogenerator displaces a unit of coal pow:
plant, then both its capacity and energy payment schec
ule should be based on the same unit. This reasonir

~ formed the heart of comments by the BPU and PSE&(

out-of-state coal plants or generau\, enhance system re-

habxlxtv

A review of the existing installed capacity of the New

- Jersey utilities indicates that as of December 31, 1984,
it was 13,278 MW. However, significant amounts of firm

capacity purchases are presently being made by ACE -

and JCP&L. As of December 31, 1984, these firm
purchases were about 1,400 MW, Some of these purchase
contracts will start expiring in 1992 over a nine-vear
period. In order to continue providing adequate service.
the utilities would. absent massive conservation and
cogeneration programs, need to build new facilities. The

most likely candidate for this capacity expansion would .

"be a coal-fired plant in the size of 600 MW.

- It might be expected that this plant would bumn pri-b

marily low sulphur coal at 1.5-3.5 percent ‘suiphur con-
" tent in order to conform with New Jersey’s strict air
pollution "control limitations. (See, e.g.. N.JA.C.
7:127-7.1. et seq.. sulphur content; 7:27-10.1. sulphur.in
coal; T:27-5.1. genetal prohibitions, 7:27-8.1, permits
_and certificates; 7:27-13.4. ambient ajr quality standards
for sulphur dloxxde and 7:27-3.1, further controls on

‘combustion of fuels.) It would also be equipped with

scrubbers and other air emission elimination systems,

consistent with the requirements of the “State Im-

plementatxon Plan” adopted by the DEP. N.J. A C.
:27-13.2(a)-(c).

Such a plant could be’ mStalled in 1992 at & cost of
“approximately 31,900 per KW in current dollars. In order

They referred to the DOE's proposal that cogenerato
be paid for capacity based upon a baseload coal unit ar
for energy based upon a gas or oil-fired peaking unit
an “apples and oranges” approach.

The DOE remains convinced that there is a sour
basis for combining apples and oranges, vielding in tt
case an energy ‘‘salad’” for the residents of \ew Jerse
This is so for the following reasons:

—-As a rule, cogeneration facilities burn oil or natur
gas. Since cogenerators must purchase these relative
high-cost fuels, they deserve to be paid for their effor
just as a utility ‘‘passes through’ its fuel costs ([n ¢
matter of Redi-Flo Corp., 76 N.J. 21 (1978). Also, if th
are ever to compete “‘on a level playing field” with utili
power plants, they may require temporary incentiv
This incentive factor both compensates for incentiy

~ routinely given to utilities and recognizes the many i

' economic security for

to compute the capacity payments for this proxy plant -

in 1992 to be paid to a cogenerator in 1986, the DOE

" - suggests using the methodology developed by the State

-of Florida. Under the Florida methodology, monthly ca-
pacity costs in dollars per KW are calculated for the
proxy unit. The savings associated with deferring this
unit for any length of time is then calculated, and this
amount is paid out to the cogenerator over the life of
the cogeneration contract. With this technique, for the

tangible benefits of cogeneration. Indeed. in the BPU

original orders of 1981 in Docket No. 8010-687 regardi

the buy-back rates for cogeneration, the Board addec
premium of 10 percent to the PJM billing rate—hen
PJM plus 10—expressly due to these external beneti
(“[W]e are of the opinion that there is intrinsic val
to smaller, decentralized cogeneration and small pow

production facilities.” Board's Order. at 4.) Since 19

the public has come to appreciate that these benefits |
exceed their previous estimates. They include burni
alternative fuels; using energy more efficiently; enhar
ing reliability for electricity supply; reducing consum
tion of oil or natural gas by electric utilities; increasi
industrial and commerc
ratepayers; lowering acid rain in the State: and the s
ondary benefits of having a thriving ‘‘emergi
technologies’ industry in the State (See J. Cannon. A«
Rain and Energy: A Challenge for New Jersev. [Infor
Inc., 1984]. For a report on one state's efforts in t

" regard, see The 1985 California Electricity Report: .

fordable Electricity in an Uncertain Worid, Cal. Ene:

. Comm., P106-85-001, at 143.)

New Jersey proxy plant to be built in 1992, a cogenerator

in 1986 would receive a capacity payment of $12.27 per
KW per month for a 10- -year contract. This translates
into approximately 2.4¢ per kwh for a 70 percent ca-
pacity factor.
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—New cogenération facilities replace both peak
and baseload units. Given the short lead-time for ¢

“structing and installing cogeneration facilities. they or
- the promise of substituting for high cost power ger

ation of all types in a very short period. For the n
few years, cogeneration investors can quickly dispi



otherwise uneconomic power generation and purchases.

In so doing, the current price of oil and natural gas is

the appropriate avoidance standard for compensating

these . investors, espeaallv given the continued de-
pendence of utilities on natural gas and oil as fuel
sources at power plants in-state. Eliminating these inef-
-ficient and uneconomic uses of prime fossil fuels should
be a leading objective of the State.

The Department recognizes that setting the avoided
cost rate must also take into consideration the interests
of non-cogenerating ratepayers. If cogeneration can be
stimulated at a lower rate, then all public interests are
"better served. This balancing factor is well recognized
(See e.g., 18 C.F.R. 292.304(a)1). (“Rates for purchase
shall . .. [b]e just and reasonable to the electric con-
sumer of the electric utility and in the public interest.”)
Consequently, the Department has determined that the
energy component shall be that of the most efficient
baseload oil- or gas-fired steam units.

The Department agrees, however, that the energy
component should be reduced to the avoided energy of
a baseload proxy unit as of the date when that power

lines for the PJM billing rate couid serve as 1=e *re-n

“line for cogeneration buy-back rates. This wouid 2.

plant theoretically would be needed. In other words, if :

the coal unit is assumed to be needed, but for cogenera-
tion, in 1992, then as of 1992 the energy component
should be based on a coal plant in that same year.

In this way the DOE has created a kind of *‘two-tier"”
pricing policy. In the first tier are cogenerators who re-
spond swiftly to this Master Plan. sign contracts, and
otherwise serve as pioneers for those who will follow.
(Pennsylvania calls this a pioneer rate). Being among
the first should merit special consideration. Those who
follow will reap the benefits of their successes. They will
find an easier regulatory path, assuming their product
is competitively priced. Accordingly, those who invest
after 1992 should receive an energy rate equal to avoided
coal-fuel costs in the same year. Non-utility power
producers in operation before that year will receive the
premium rates based upon oil or natural gas steam units
until that same year.

‘An Alternative: Locked-in PJM Rates

The electric power utilities, as stated, continue to sup-
port retention of the Board's pricing policy announced
five vears ago. This policy reflects a spot-market ap-
proach which has slowed cogeneration investment in the
State. It may be, however, that one of the most basic
flaws in this approach—its unpredictability—can be cor-
rected. Since utilities routinely project future trends in
the PJM billing rate, as central to their planning for new
facilities, there is no reason why cogenerators should not
also enjoy the benefits of that forecasting. The trend

~ leviate much of ‘the unpredictability in the 1981 BPU

order. A cogenerator should be able to choose a locked-
in trend in the projected PJM billing rate. just as a
utility relies on this information to foreshadow its invest-.
ment decisions.

Accordingly, cogenerators may select a contract for
buy-back power rates using the “ramped-up™ PJM bi}j-
ing rate for the energy component as the formula for
their compensation. Whether the 10 percent premium

‘'should be increased. as seems likely. is another question.

Such an option may be simpler than the proxy . unit
method; it also may be faster than the PUA. It will. in
any event, be up to the cogenerator to choose.

Summary

The State must alter its pricing policies to attract and
retain cogeneration investment. Therefore, the DOE
adopts a two-tier pricing plan. using the proxy coal un:t.
for capacity costs together with the energy cost of a
baseload oil or gas unit until 1992, when it will shift 1
the avoided energy cost of the same coal unit. Alterna-
tively, a cogenerator may choose to use the PJM billing
rate (plus some appropriate premium, 10 percent unde-
the BPU's 1981 orders) that is locked in to a projectior,
of the future PJM billing rate. This rate will be like:v
to escalate in keeping with rising PJM billing rates;
therefore, it is also a ramped up rate that will guarantee
an increasing revenue stream to a cogenerator. provided
it performs to expectations.

In fashioning these rates, the State must be care:u!

‘to provide incentives only where cogeneration actuaiiy

takes place:. The Department therefore proposes that the
rates described in this Plan apply only to power suppliec
by cogenerators to utilities beyond a cogenerator’'s owT.

_ needs. Cogenerated electricity must be based upon the

101

principles of thermal dispatch of power. Naturally. anv
rates established under these criteria must be fair 1o
existing customers, include a consideration of the long-
term reliability of the qualifying facility and cover the
cost of any transmission enhancements required to inter-
connection.

BacR-up Power Rates and Access

Few industries would invest in cogeneration without
the  availability of the utility's electricity when the
cogenerator needs repair. Historically, refusal to dea!
with cogenerators enabled the utility industry to drive
them out of business (Wooster. 87 Dick L. Rev . suomc

SLDTI.
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at 712-14). PURPA and the regulations of FERC now
guarantee that utilities must not discriminate against

- cogenerators in the sale of back-up. maintenance. sup-

plemental or interruptible power (16 L"S.C. 324 a-3(b),
and 18 C.F. R. 292.305). Of special note. FERC regu-
lations and the BPU's orders prohibit utilities from pro-
.lecting that all cogenerators will be off-line at the same
time. a technique used in the past to charge them an
“excessive demand charge tbased on the fiction that the
utility: will reserve capacity for their use at all times,
even when not needed) (13 C.F.R. 290.305 (c) (1).).

~The BPU's 1981 orders authorized a demand charge

. predicated on the assumption that cogenerators as a
‘group would be off-line 15 percent of the time. (See p.

6 of the October 14, 1981 order which describes the-

‘Board's "‘assumption of diversity’” of 15 percent at the
generation level.) Mare current experience, however,
shows that even this rate is too high. Nationally
cogenerators have a group outage rate closer to 5 percent.
_Therefore, barring any experience to the contrary unique
to New Jersey, the State should use this lower figure in
calculating back-up power rates. Doing so also conforms

- with the caveat in the BPU's original order that ““such

" charges and their underlying assumptions should be. re-
viewed as soon as more data is available.” (Board's
Order, p. 6.) :

Unfortunately, a recent decision by FERC undercuts
this protection for many cogenerators. In the Alcon de-

" cision, FERC ruled that the utility must supply back-
~ up power only to the actual owner and operator of the
cogeneration equipment. but not to the industrial cus-
tomer of the cogenerator (In the matter of P.R. EPA
Alcon), FERC Docket No. QF 84-147 (1985). Over a
third of all cogeneration is the product of third-party
financing and operation where cogeneration specialists,
taking advantage of tax incentives, operate the facility
for the industrial purchaser of the steam and electricity.

The Alcon decision could stifle third-party investment.

There is a simple way to avoid the harsh and restric--

tive nature of the Alcon case. State regulatory officials
can order utilities under state law to provide full back-
up, supplemental and maintenance power at affordable
rates to third-party cogeneration (See, e.g., N.J.S.A.
18:2.-13, -16, -23, -24, and -27). Utilities in New Jersey
must provide such nondiscriminatory service at fair
rates to all cogeneration facilities, regardless of who in
fact owns title to the hardware or operates the equip-
_ment. . v : "

- Besides the rates to be charged for cogeneration back-
up, there is much concern over the non-economic aspects

of gaining access to the utility system. The industry

complains of long delays by utilities, indecisive and un-
responsive negotiations, refusals to interconnect with the

utility’s network. high costs to :aterconmect. -
reasonable and repetitious demands for safety and corr
patibility assurances, and other forms of apparent pa:
sive resistance (See, e.g.. Transcript of September 2
1983. statements of J. McNair. pp. 127-28: R. Toppe
p. 147 J. Barnes. p. 161. 162). These problems can &t
as discouraging to investors as the economic difficultie
described above. ’

‘Accordingly, the Department and the BPU will ord:
utilities to cease and desist from any behavior that ur
reasonably delays or frustrates a cogenerator's reque:
for access. The BPU will assist in the identification an
prevention of any form of stalling tactics, recalcitranc
or anti-competitive behavior. Much of this problem.

_is expected, will be resolved in the standard otfer coi
tracts which a cogenerator will be entitled to sign ar
enforce against the utility, and in other protectio
against bad faith bargaining.

Wheeling Access and Rates

Control over transmission lines has helped elect:

power utilities to eliminate competition by public
__municipal systems. (Indeed, a crucial development

the history of the electric utility was the invention
long-distance transmission. See, e.g.. R. Munson. T
Power Makers, 50-52.) Such concerns motivated t
U.S. Supreme Court in Lnited States v. Otter T
Power Co. to order a private utility to allow a municig
utility to transport power across its franchise area usi
its transmission network, even though the two were .
facto competitors (410 U.S. 366, 377 (1973). (The S
preme Court relied upon the finding that *Otter Tail h
a ‘strategic dominance in the transmission of power
most of its service area’ and that it used this dominan
to foreclose potential entrants into the retail area fro
obtaining electric power from outside sources of supply
(See discussion of Otter Tail as a classic example of t.
“bottleneck monopoly”. in “Refusals to Deal by Ve
tically Integrated Monopolists”, 87 Harv. L. Rev. 17
(1974).)

In the same way, utilities have a long history of usi:
transmission line monopoly to stem the entry of pote
tial non-utility competitors—namely, cogeneration a.
small power production—into their service area |
Munson, supra, 55-71). Some journal writers now belie
that the only “natural monopoly” remaining in elect
power lies in the long-distance transmission of electric:
at high voltage (Cohen, “Efficiency and Competition
the Electric-Power Industry, 88 Yale L. Jour. 15
14-18, citing numerous authorities, which recognizes t
continuing ‘“‘economies of scale in bulk-power suppl®
as contrasted with the increasing diseconomies in larr
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scale cemral station pov«er generation. ) 'I'Vpxcam the -

situation arises where an industrial firm seeks to gener-

“‘ate its owm power and sell the excess 10 the local utility;
when this request is denied, the factory may try to sell
the “output to another utility or to buyers outside the
service territory. Typically. as well. this request to wheel
the cogenerated power has been denied or subjected 10
onerous conditions and uncertain rates

 PURPA and imp’l'er‘neming' FERC regulations. how-
ever, show that Congress intends for cogenerators to be
able to sell their power to other utilities through fair
access to wheeling services (18 C.F.R. 292. 303 (b), (c)

haxe raxsed the contenhon tnat rhe State shoi!

" require wheelmg bya unlm ona lonz term ot firm '>a~:~ =

ACE argues that its transmission system was built tor-
and paid for by its franchise customers and _the_\ mus:

_.-have first priority. ACE also argues that its transmission
lines. are already loaded at 98 percent of its capacity on

a vear-round basis. If so. then it appears certain that’ -
ACE., located in a fast-growing area, will need to expand -
its transmission capacity in any event. Cogenerator< as

. 'a class can reduce loading on bulk power transmission

lines if they export power or engage in simultaneous buy-
sell transactions in which no power is exported to the

" grid. Thus, a transmission capacity credit would seem-

and (d).). But much discretion remains in FERC and

. at the state level as to what the wheeling charges may

be and how to resolve other wheeling controversies. At
least one state, Texas, has assumed complete control -

over intrastate wheeling (Cogen Rept., Oct. 11, 1985 at

particularly appropriate on ACE's svstem. =

ACE’s argument that its transmission capacity was

built for and is being paid for by its franchise customers

~35). In New Jersey and most states, however, wheeling -

Tates may be subject to FERC regulation. ‘

, Often as unportant as wheelmg charges is whether the
- wheeling utility may assume line losses in the wheelmg

contract. In the typical utility-to-utility wheeling, power

is. brought in from afar and some line loss' might be
expected as the local utility picks up the power at its
border and transmits it elsewhere.

Since cogenerators export rather than import power.

the situation is reversed. In most states which have con-

sidered the issue, it is recognized that cogeneration re-
sults in negative line losses. That is. the additional incre-
ments of non-utility power added to the lines help to
‘offset line losses otherwise experienced by the utility.
Cogenerated power is generally produced at a location
~which is closer to the load than the utility's power
" plants. When cogenerated power is wheeled, electrons
are not transmitted to the far-away purchasing utility.
. Instead. they are fed into the grid, and power is delivered
to the purchasing utility. If the cogenerator is located
close to major load usage in the transmitting utility’s
service territorv—usually the case, especially in densely
“populated and heavily developed New Jersev—the

 added power will reduce overall line losses as if it were

E :old to and used by the host utility.

The line loss issue, is often crucial. A utility can ex-
perience a 5 percent line loss in transporting power from
_‘its border to another utility; but if a comparable level
of cogeneration is near a large ‘load. the utility should
- expect a savings of approximately 5 percent. Instead of
being charged for line losses, therefore. cogenerators in
‘this situarion should receive a credit. -

' Two New Jersey-based urilities, PSE&G and JCP&L.
have expressed a willingness to wheel on certain con-
~ditions. ACE however, and to a lesser extent JCP&L.

misses the point of wheeling services to cogenerators.
also among their customers. Wheeling can reduce the
costs of transmission services otherwise absorbed by
other ratepayers because cogenerators should payv their
fair share of transmission capacity. In this respect. if
ACE or any other company fails to provide wheelinz: -

~services when capacity is available, it unposes unnec-

essary CcOosts on 1ts other customers

’Furthermbre. it appears in’congru_ous to deny wheeling

“services to cogenerators that will provide power efficient:

ly, reliably and thhm the State while providing such
services to out- of-state utilities—which is routinely done

- through PJM interaction. JCP&L imports 70 percent nf

its power requirements and ‘ACE has contracted for large ..

. power imports from Pennsylvania Power & Light: muc: .

of this power could be provided in-state through efficient
cogeneration that also may reduce acid rain from Penr:-ﬂ

_ sylvania coal plants. In-state cogeneration that ce
- ~wheel from one utility to the next will help nght me=e

imbalances.

Seiting wheeling rates fnay beb't‘he‘ province of FERC. -

. but there is every indication that the federal regularc/h
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will defer to proposals by the states. The methods em-
ployed in Texas are noteworthy and may be applied 'n
New Jersey. Two approaches that were debated were 2
boundary method and a megawatt mile approach. Re
portedly, the Texas PUC arrived at a hybrid merhcc
that will provide some compensation to all affected utii-
ities and at the same time provide for a stable easv-to-
calculate and venﬁable approach :

“The .\’ew Jersey BPU will be called upon. to adopt
without delay a similarly definite and fair methad =
determining wheeling rates and terms of service. :Inits
1981 order the Board directed that “‘{a] Phase II proceea-
ing be established to consider the issue of wheeling
within the State of New Jersev.” Id., p. 11. On Novem:-
ber 13. 1985, the BPU called together various e.ectris
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utt “nes for a conference to begin discussion:of a BPU
wheeiing policy.) The goal must be to establish a state-
wide market for cogenerated power that allows it to be
used where it is most needed. In addition. cogenerators
should be permitted and encouraged to engage in self-

The best approach to correcting these probiems .z -
establish standard offer contracts. This-approacn :sses

“in California-with unprecedented success: it is also th

wheeling in which they wheel power from one or more -

facilities to multiple customers. In this way the most
optimally-sized cogeneration system can be constructed

. and put into operation without running the risk of being

charged excessive wheeung rates' or being declared a
public utility.

Unequdl Bargaining Power and
Standard Offer Contracts

An electric power utility is both a monopoly and a
monopsony. It is a monopoly because it is the only com-
pany authorized by law to generate and sell electricity
to other customers within a designated service territory.
- It is a monopsony because by law all non- -utility power
providers are limited to selling all their excess power to
the same utility or risk being declared a public utility
-(Hamilton and Bros, *'The Need for Standard Contracts
and Prices for Small Power Producers,” 115 Pub. Ltil.
~.Fort.. No. 11, May 30, 1985, 24-32).

Such a position of power—as the sole buyer and

seller—creates an unequal bargaining situation which -
can frustrate and stifle the entire cogeneration effort.

The monopsonist utility can raise entry barriers through
subtle exactions, called transaction costs. It can, for
example, discourage cogeneration by engaging in drawn-
out contract negotiations requiring time and expensive
expert assistance: the utility’'s time and costs will be
passed on to ratepayers, but the cogenerator must bear
its own. The utility can say it is eager for cogeneration,
but it can rotate negotiators, so that each one must start
the process anew; or it can send negotiators who lack
expertise or the authority to close a deal. By imposing
unfavorable take-it-or-leave it contract terms, the utility
can simply dictate its own bottom line all too often.

Such monopsony abuses are not merely theoretical;
they are actual and historical. They were at the heart
of the Otter Tail decision, discussed earlier, which found
the utility’s practices to be in violation of federal anti-

approach favored by journal writers and by the cogenera
tion industry (Hamilton and Bros, supra.) And. while :
is opposed by New Jersey's electric power utilities. the:
have failed to bring forth reasons to support their opposi
tion. other than the sxmple truism that each cogenerato
is different.

The standard offer contract is a uniform contract wit
the essential terms already filled in and approved by th
State. (Logically, a variety- of standard offers mav b
approved by the State, depending on such variables a
whether the cogenerator will use renewable fuels or bur
solid waste, the size of the cogenerator. and other fac
tors.) The contract empowers the cogenerator to sign th
contract “‘as is’’ or negotiate any condition it wishes. Bt
the utility cannot refuse the contract as signed. Once t}
cogenerator has signed it, the contract is an enforceab
legal instrument (Id.) In this way, bargaining positior
are more nearly equalized, and if negotiations tlag. t!
cogenerator always has the option of fixing his signatu’

--to the bottom of the page.

trust laws. They were also singled out repeatedly and

-frequently by cogeneration witnesses in hearings before
_-the DOE as characteristic of their own experiences (See,
- e.g., Tr. statement of P. Maistro, p. 213). Thus, it is
imperative that clear, enforceable and definite measures
:be in place if we are to even the bargaining positions of
the utility and the would-be cogenerator and reduce
- transactional barriers to a minimum.
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The outline of such a contract at a minimum shou
include the following:

Part I. Business Relationship to the Utility

~A. Status with FERC as a qualifying facility.

B. Purchase price for power and method of pa
ment to the non-utility producer.

C. Price for back-up power and method of pavme
to. the utility.

D. Cost of mterconnectxon and method of pa
ment.

E. Liability.

F. Liability insurance.

G.: Access to producer’s facilities.

H. Conditions for interruption of

1. power to the facility, or
2. power from the facility.

[. Notice requirements for interruption.

J. Penalty clause for nonperformance of a
: provisions in the contract.
K. Dispute resolution and arbitration.



’ Part 0. Techmcal Rexanonshlp mrh me thlm iin-
- cluding safetv features)

_A. Conformance to apphcable laws codes. regu
lations and ordinances. :

'B. Techni_cal requirements for

interconnection and
Operation. .

1.
2.

The most important sxngle element in this contract is

LDC: thch re- sold it retail 1o vhe puahc T e “’e @

- FERC policy gives pipelines a fundamental chmlo

Either they can transport all gasona nondxscnmmaton -

- policy or they may not transport at all. Thev no longer -

Tnay transport gas to some customers and not for others -

- or charge what FERC labels as discriminatory or prefer:

ential rates. (They can of course. continue to transport.
and sell their own gas.) While a policy agamst dis--

crimination appears basic to fairness. it mav not. lead
to the result sought by FERC—more competition in the
interstate natural gas market. When the pipelines are

' glutted with their own hxgh priced gas which they can-

the price for power: How much can the potential in- -
vestors expect in the revenue stream from this facility? |

' Since New Jersey will adopt a statewide proxy unit
 method of calculating buy-back rates, together with a
pioneer rate for energy, this will be filled in at the con-
clusion of that process of determination. Alternatively,
for those eager to proceed in the interim, the locked-in
projection of the PJM billing rate—together with a
premium for the environmental and social benefits of
cogeneration—may also serve as one contract rate. (The
Legislature could even establish a “'floor rate” as it did
in New York; this rate would then be the mxmmum for
the beneﬁt of a cogenerator) ' '

Access to Natural Gas

Cogeneration facilities can use almost any com-

bustible matter as their fuel. Some units burn almond
. shells. corn husks, sawdust. and other forms of waste.

including municipal solid waste (resource recovery).

Others are not cogenerators at all, but are wind-powered
- forms of small-power production. Still others will use
coal. Most, however, rely on the cleanest burning fuel
possible. natural gas. With the end of the gas crisis of

not sell, they are naturally- reluctant to transport
cheaper gas through their pxpelxnes to cogenerators buv-
mg gas from others ‘

- As this transmon 1o the new FERC rules ewolxe:

_cogenerators have three choices on fuels: First. they can
"choose to use non-traditional fuels, such as solid waste

or even coal. Second, they can choose to burn natura

_ rgas Or thn'd they can choose to’ bum oil.

- The first is h1ghly desxrable ‘where it can’ be ac-
complished safely and without harm to the environment; :
Indeed, it is State policy to encourage or compel counties
to plan for the ultimate disposition of municipal soiid -
waste in resource recovery facilities that will generarc B
electricity (N.J S A, 13:1E-6(b)(1) and 1E-93. and
4B8:13A-1, et seq.). See also. Part One. Chapter 3 of thi
Master Plan. However, siting waste-to-energy plants w...'.l

‘prove dlfﬁcult and controversxal as thh landfills.

If a firm can bum low-sulphur coal or‘coal in
fluidized - bed or otherwise comply with air qualitv

- standards, it should be encouraged to do so. Coal. how-
_ever, has not yet proven itself as an attractive fuei for
~urban cogeneratxon pro_)ects. especxally smaller one:.

the 1970s, natural gas is in abundant supply; but a -

combination of factors has made it difficult for this gas

“glut to translate into low prices for all users. including
cogenerators. Yet gas is clearly the best fuel, particularly
because of air quality standards in New Jersey. As a
result. no cogeneration policy is comprehensive without
makmg provision for access to natural gas.

- Until very recently, many industries were turning to
direct purchases of ‘gas from producers far from New
Jersev as one way to beat the high cost of gas delivered
" by Local Distribution Companies (LDC’s or gas util-
. ities). ‘However, a court order in Marviand Peoples’

Counse! v. FERC, 761 F. 2d 768 (D.C. Cir, 1985), and
. 761 F. 2d 780, and the rising tide of competition in gas
transportation services have led FERC radically to alter
the rules of gas transportation in Order No. 436.

Thxs leaves natural gas or oxl for most users. .T he
former is clean to burn, which makes it highly desuau €
in urban settings where so many cogeneration prmec
can be expected. The latter is not nearly so clean an _
comes primarily from foreign imports. But at leaat meve, :
are oil dealers from whxch to choose. -

The DOE believes that natural gas is by far the

“preferred choice. Without transportation gas, urilities

'\Inters‘t'ate, pipelinés ‘historicéllyk purchased gas from -

the well-head producers. then sold. it in bulk to the
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must provide gas to these users on a reliable and a:-
fordable basis. (If not, some companies may be forcea '
to construct their own connections to interstate pipe:
lines. by-passing the LDC entirely.) Many gas utilities
seem eager to pro\nde all the gas they can. Thev
recognize that gas for cogeneration will bean exceue"'
load leveler: It will help to balance the gas company
(winter) heating-peak season with the electric utility’
(summer) cooling-peak season. By selling large quan-
tities of gas in the summer to a cogenerator. which i

o
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~turn sells power to a urility straining to meet peax de-
mands, both utilities appear to benefit along with the
j cogenerator '

«

Environmental Permit Procedures

Siting cogeneration units in a densely populated.
heavily industrialized state can be difficult. The DEP
routinely requires a variety of permits for any industrial,

fuel-burning installation. Cogeneration is no exception. -

Of special concern to the industry is how long it takes
to receive permit approval. (Tr. statements of R. Toppe,
at 146; B. Trobaugh at 196. P. Maistro at 211, and H.
‘Kociencki at 220, September 20, 1985.) In addition. in-
vestors worry that costly selective catalytic converters
will be required on all new installation, should Cali-
fornia's Air Resources Board adopt such a rule and other
~ states, including New Jersey, follow suit. :

' The DOE believes that the DEP should recognize the
positive environmental externalities conferred by
cogeneration, including reducing acid pollution frem
western coal plants. The latter is the cause of almost aii
the acid rain that now harms so much of the country,
especially the East Coast (J.S. Cannon, Acid Rain and
Energy: A Challenge for New Jersev [Inform. Inc., 1984],
at 2.). Acid rain, in particular, is produced by large coal-
" burning power plants that supply New Jersev with much

of its energy.

Therefore, the DOE calls upon the DEP to establish
a rapid, one-stop permitting process for -cogenerators
that will lessen out-of-state energy dependence. The en-
vironmental agency should be vigorous in seeking out

ways to offset the pollution generated at the facility
" (pollution offsets). Giving the facilities explicit credit for
their contribution to New Jersey's acid rain efforts is
clearly justified. .

. Cogenerationina Power-Glutted
Market

- never happem: too much cogeneration capacity.

Some commentators fear that a cogeneration ziut
could lead to a death spiral in electric utilities. As more’
customers generate their own power and sell back to :ne
utility. which is obligated to buy. fewer customers wiil
be left to pay the fixed costs of the utility. The urilirty

il then raise rates to the remaining customers. which

will lead to still more customers leaving the svstem.
cogenerating their own power, or simply increasing their
conservation. ‘This concern is especially troubling- for
utilities which are just finishing costly nuclear power
plants. Such utilities may call for caps to be placed on
new cogeneration capacity. Alternatively, thev mav do
all in their power to discourage cogeneration through
whatever legal means are at their disposal.-

Restricting the amount of new capacity from these

‘other sources is at best a short-term solution that would

impose substantial hidden costs on the public. The pub-
lic will pay more than it should if potential cogenerators
are denied the opportunity to supply the public with
lower cost energy. Setting a limit on cogeneration is
roughly akin to tariffs, import quotas and other trade
restrictions that may protect certain interests but only

" by transferring hidden costs to the public. At the same

time, the existing utility network must be maintained
Accordingly, some method must be found for encourag:
ing constant inncovation and competition but without
undermining the basic infrastructure in electricity that
is the hallmark of the utility industry.

The DOE believes that there are several approaches
to this problem. No utility power plants should be ex-

‘empt from the competitive forces of non-utility power

~ California has led the nation in promoting a successful .

cogeneration industry. In less than five years installed

" cogeneration capacity has jumped from 300 MW to

about 2,000 MW with still more under negotiation (The
1985 California Electricity Report, supra.) The Cali-
. fornia Energy Commission and the PUC are now facing
‘the problem which the utilities had told them could
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Nor should non-utility sources be shielded against the
winnowing effects of market forces. The best solution is
one which follows the least-cost principle of pr?,moting
economic dispatch of power sources, whether they are
owned and operated by utilities or by non-utilities.

Placing all power generators on a level playing fielc
is the logical next step in the revolution in electric powe:
regulation and development unleashed by PURPA
There is no need to place an arbitrary lid on new power
if each new increment survives a rigorous test of thi
marketplace. Simply put, there is no glut of power i

‘adding more capacity means lowering production costs

reducing consumer bills, or reducing the pollutior
caused by single-purpose power plants. This new, decid
edly more open system would resemble the growth er
of the 1950s and 60s when each new utility project capi
talized on economies of scale and reduced cost and rate
to all. The major difference here is that the test of nee
for new capacity would be based upon market torces
Also, much of the new capacity would be non-ut:iit
units that displace utility units; just as new utihity e
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pacity in those vears often droxe non- utxlm sources out

of operation.

In such a competitive setting, if ‘‘new"’ power sources
replace the “old" sources, the latter could then be writ-
ten off (perhaps mothballed. placed under new manage-
ment. or sold off). If found to be obsolete.
economic units would no longer be “used and useful” to
‘consumers. Therefore. they would not be charged to
ratepavers. This approach avoids the “Catch-22" that
competition will lead to higher rates even when the com-
petitors will supply electricity at lower rates, because
utilities may charge ratepayers for economically obsolete
capacity. If a facility—whether it is a cogenerator or a
utility unit—cannot compete, then the State must not
tolerate its forced subsidization by the public. Such a
process might be characterized as one which focuses on
the fully avoidable cost to the consumer, not to the

Miscellaneous -Concerns .

‘The duty to negotiate in- good faith: “ nue The

" provision of standard offer contracts and firm buyv-bacx

the un-

utility, although in the long-run the result should be the

same.

Change and innovation would substitute for the static
concept that utility facilities, once approved, stay in the
rate base until they are too old to operate or until they
are replaced by new utility units. With de facto and de
Jure competition ushered in by cogeneration and other
non-utility power sources, the power supply industry
might resemble the automobile retail market: new ve-
hicles replace existing cars even if they retain some use-
ful life (as evidenced by the used car trade), not because

the current stock of cars is determined by some authority

_to be inadequate in number ‘or seating capacity, but
because the new entries offer consumers a choice of lower
cost, more reliability, greater safety, or other perceived
attractions. Regulation, in an atmosphere of competi-
tion, will have to adjust to facilitate & healthy mix of

. embedded utility capacity, notably in the transmission
and distribution area, and emerging non-utility sources
that can bid against each other to serve consumers in
the lowest cost, most efficient and environmentally
sound manner. In this light, there can never be a glut
of ways to improve service, improve air quality, and
reduce consumers' bills.

New Jersey does not have to begin today to confront
a saturated market for nop-utility power sources. but the
time for doing so could come even faster than in Cali-
fornia, which has served the nation so well as a kind of
energy laboratory. As a result. the BPU and the DOE.

aided by the active participation of the emerging

cogeneration industry and the existing utilities, must
begin immediately to prepare for a regulatorv regime
"which accurately mirrors the competitive forces now
‘gathering. Therefore, no lid needs to be considered at
this time and no moratorium on new cogeneration ap-
~ pears justifiable in the future. if we proceed to plan and
prepare for a smooth transition to market-based energy
-policies in this vital area.

payments.

rates will do much to promote good faith bargaining v
utilities, more protection may still be in order. Utilities
may devise tactics or demands which discouraze
cogeneration. For example, JCP&L's demand tha:
cogenerators sign a recapture clause would deny z
‘cogeneration investor the current use of contracted ‘or
(See Statement of Scott Spiewak at Tr.
55-56, September 20.) As such, it can only be described
as a bad faith negotiating position. Other bad faith de-
mands can be expected to be identified. To prevent these
from holding up the contract process, the BPU and the
DOE must maintain an open door policv for resoluticn
of contract disputes. In particular, the BPU should have
an expedited appeal process available to ali
cogenerators. This process would entitle any aggrieved

" party to petition the BPU for expedited disposition of

a contract claim or an argument that a bargaining pos-
ition is in bad faith. A list of such bad faith demand:
should be maintained and updated. Whenever a utility
has been found to have negotiated in such a manner.

_penalties should be imposed on the utility and rewards

allocated to the cogenerator which brought them to the

“attention of the BPL.

Maintaining Data on Cogeneration Developmen::
Every cogenerator should file a registration statemern:
with the DOE and the BPU simultaneous with its re-
quest for contract negotiations with a utility. The regis-
tration statement will require that the applicant ident:ty
the fuels to be used, and the size of the facility. as well
as provide other relevant and potentially helpfu! infcr
mation. With this process, it will be possible to moniter
negotiations, review the milestones in each project. an<
determine whether any facility should lose ‘its place in
line for failure to proceed, while pushing other project:
forward. A final registry of facilities will also help energ
planners account for the full impact of cogeneration :r: -
the State, as it progresses from project inception to on-
line facilities.

Ctility Entry Into Cogeneration Marketing: Wi-%
the growth in cogeneration, it is understandabie "ha*

. electric utilities should become interested in this sourcs

" versification are obvious.
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of power production. The risks to permitting such d;~
Ctility-owned subsid:ariss
might receive more favorable treatment from theur
parent utilities, such as higher buy-back rates. easier:
negotiating, better credit and billing terms. and more
favorable cancellation provisions. These fears have neern
realized in some states. In California. for examp:e. =z
Diego Gas & Electric has been charged with agree:nz :-
an energy-pricing formula for its subsidiary wrin ex
ceeds the avoided cost offered to other cogererai:

re .
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‘Cygen. Rept.. Novembver 3. 1985. p. 3). Clear contlicts
of interest have been found where Southern California
Edison personnel hold important positions in its wholly-
- owned cogeneration-subsidiary /Id., -

PURPA limits utility ownership in any qualifying fa-

cility to less than 30 percent of the equity in the project
+18 C.F.R. 206). By implication. a utility. therefore, may
invest up to rhat armount and still qualify as a
cogenerator entitled to all the guarantees.of a non-utility
cogenerator. This policy creates incentives for utility
management to favor their own subsidiaries. however
arms-length the transactions might appear.

~ On the other hand. if utility shareholders can enjoy’
some of the benefits of a healthy cogeneration industry,

their management will be more receptive to the concept
in general and to specific projects in particular. Also,
utility investment capital, customer relations and engi-
neering abilities can be helpful in promoting the growth
of this vital industry. ‘

The Department believes that the State should oifer
conditional encouragement to the trend of utilities enter-
ing the cogeneration market. (PSE&G and JCP&L have
already established such subsidiaries which are actively
signing up projects.) -Mindful of the risk of “anti-
competitive actions, however, the State must impose a
higher level of scrutiny and special safeguards to ail
utility-subsidiary projects, at least until the indepen-

dent cogeneration industry in the State has grown suffi-

ciently to compete equally with utility-owned units.
Thus, all contracts for large increments of cogeneration
‘from utility-subsidiaries should be subject to a period of
review by the BPU. Similarly, a policy of notice and
protest should be offered in all such contracts, such that
independents can protest to the BPU if they believe that

they were squeezed out of a bid or were otherwise unfair-

ly disadvantaged in efforts to sign up a customer. Should
no problems develop in New Jersey over a reasonable
period, then such procedures might be discontinued. But
at least in the early going, New Jersey must profit from
the experience in other states and take steps to see that
this nascent industry is given the chance to flourish,
while permitting proper opportunities for utilities to ad-
vance in this worthwhile direction.

Setting Cogeneration Quotas or Goals: One w1
promote utility use of cogenerated power is to set qunt:
Failure to achieve these goals could lead to penalr:
The California PUC imposed a 1/7 of 1 percent penai
at the conclusion of its OII-26 investigation on the rz
of return of PG&E for its failure to promote alternati
energy contracts. The utility's response was dramat
with PG&E soon emerging as a national leader in ¢
promotion of alternative and small-power energy sourc
(G. Maneatis, “The Nation's Leading Alternati
Enesgy; CUlidics. °G&E.” 114 Pub. Ltil. -Fort., No.
Dec. 20, 1984, 18-22. For a history of this seminal ca
see D. Roe, Dynamos and Virgins, Random . Hou
19835). New Jersey may need to have the option of imp
ing penalties for utility failure to promote cogenerati
to bargain in good faith, or otherwise to develop its ¢
potential. '

Incentives for small-power production: Many sm
cogeneration projects, namely units of 100 kilowatts
less, find it difficult to obtain needed financing due
the marginal economics of all small facilities. These
clude: capital costs. which are high relative to lat
interconnection costs, fuel costs, and stand-by charg
Yet thaie small units offer great benefits to users a.
In the =gerecare. to society through their contribut
to system reliability and economic development. T!
are most apt to be used by financially strapped c
tomers, such as non-profit hospitals, YMCA's, scho
and otficr smail to medium-size institutions. By red
ing their costs of energy, small power production «
enable tiiem to provide greater services at lower cost:
their clients and the community.

Accordingly, in order to facilitate their widesprt
use, the Department believes that units with a capac
of 100 kw or less should have the option of running tt
load meter backwards, rather than require them to :

- their excess output to the utility. Any electricity solc
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a utility would first be offset by a credit for purcha
from the utility in a simultaneous ‘“buy-sell” ‘tra
action, at the customer's request. All net energy sold
the utility would be billed at the retail rate applica
to the user.



'SUMMARY AND RECOMMENDATIONS
ISSUES AND PROBLEMS
ACTIONS AND STRATEGIES

1. A STANDARD ME"HOD OF CALCULA"’!NG FA!R UTILITY BUY-BACK RATES IS NEEDED 0 E‘\r :
COURAGE THE DEVELOPMENT OF COGENERATION.-

[The rates offered by electr/c utilities for the purchase of cogenerated ,e/ectricity are oo fow, toc var!ab e,
and too unpred/ctab/e. In addition, these rates fail to satisfy the PURPA requirement to offer rates basec
upon the “fuil avoided cost" of c‘ogeneratiOn as a substitute for uti/ii'y-own‘ed and -operated power piants. }

THE BPU SHALL COMMENCE A PROCEEDING TO ESTAEL!SH RATES FOR COGENEQAT\ON BUV-
BACK. THIS PROCEEDING SHALL BEGIN NOT LATER THAN 80 DAYS AFTER THE ADOPTION OF
THIS PLAN AND SHALL CONCLUDE AS EXPEDITIOUSLY AS POSSIBLE, BUT IN NO CASE SHA.L
- THE PROCEEDING LAST MORE THAN SiX MONTHS BEFORE A FINAL ORDER IS ISSUED.
PROGRESS REPORTS SHALL BE PREPARED AND MADE PUBLIC EVERY 30 DAYS TO DETAIL ALL
CRITICAL PATHS AND PROGRESS, ANY IMPEDIMENTS TO MAINTAINING THE HEARING SC!-*ED- ‘
ULE. AND SUCH OTHER INFORMATION AS THE DOE MAY REQUEST

THIS PROCEEDING SHALL DETERMINE ALL ISSUES REL ATING TO THE APPROPRIA"E BUY-BACK
RATE. FOR THE CAPACITY COMPONENT OF THE RATE. THE BPU WILL USE THE PROXY UNIT
METHOD OF ANALYSIS, ASSUMING THE NEED FOR A NEW BASELOAD COAL-FIRED POWER -
PLANT, AS DESCRIBED HEREIN, BY 1992. FOR THE ENERGY COMPONENT. THE BPU SHALL
DETERMINE THE RATE BASED UPON THE CURRENT RATE FOR OIL- OR GAS-GENERATED ELEC-
TRICITY AT A BASELOAD FACILITY. THIS RATE SHALL APPLY FOR THE PERIOD OF 1986-1992.
AT WHICH TIME THE PROXY UNIT'S FUEL COST WiLL BE THE ENERGY COMPONENT :NS'EAJ'

THE BPU SHALL MAKE AVAILABLE FOR COGENERATORS RATES BASED UPON LONG- "'Ep“ ~
L¢VE 1IZED PJM COST PROJECTIONS.

-THE ELECTRIC UTILJTIES SHALL FILE WITH THE DOE AND MAKE PUBLIC THEIR ESTIMATES OF

. PROJECTED PJM PURCHASE POWER RATES FOR THE NEXT 5-. 10- AND 15-YEAR PERIODS ‘A -
 COGENERATOR SHALL HAVE THE OPTION OF SIGNING A CONTRACT WITH A UTILITY USING
THESE ESTIMATES. HOWEVER, A COGENERATOR OR ANY OTHER PERSON MAY OBJECT TO THE
ESTIMATES. THE BPU SHALL THEN COMMENCE A HEARING. WHICH SHALL BEGIN AND CON-
CLUDE AS EXPEDITIOUSLY AS POSSIBLE. BUT IN NO CASE SHALL LAST LONGER THAN 30 DAYS.

2. BACK-UP POWER RATES AND LACK OF ACCESS TO BACK UP POWER DISCDURAGE 'NVES"’ME'\
IN OTHERWISE FEASIBLE COGENERAT!ON SYSTEMS

JA 1981 BPU order allows the utilities to base their charges upon an assumed system outage rate o*
15 percent, while experience indicates that the outage rate 1s closer to 5 percent. Gaining access o e -
utility system often involves problems such as long delays. lack of cooperation, unreasonable demanrcs.
and high costs to interconnect. [n addition, a FERC decision has raised much doubt as to whether thirc-
party cogenerators will -have access to back-up power at any price. ] '

UPON REQUEST OF A COGENERATOR EACH ELECTRIC UTILI iY SHAL; PROVtDE ALL NECE
SARY FORMS OF BACK-UP POWER. INCLUDING BUT NOT L!MITED TO SUPPLEMENTARY POWE
BACK-UP POWER, MAINTENANCE POWER. AND INTERRUPTIBLE POWER. NO UTILITY MAV LM ".
THE OFFER OF OR ACCESS TO BACK-UP POWER TO ANY COGENERATOR OR iTS CUSTOME=
ON THE BASIS OF OWNERSHIP INTEREST OR FINANCING BASIS OF THE COGENERAT:ION UN

P
-~
-
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SACE GTLTY SEALL FLBLSH A-GENER.C _37T OF CCMPCNENTS 70R ATZRCCNGEST oM

e

. WHICH SFALL APPLY ‘N A__ CASES EXCEPT WHERE THE APPLICANT PRESENTS A CLSAR_Y .

CISTINCT PROPCSAL THAT MERITS INDIVIDUAL:ZED ATTENTION AND NEGOT'ATION. TS _S~
SHALL BE SUBMITTED To 'r-E BPU WITHIN 30 DAYS OF THE ADOPTION OF THIS MASTER PLAN -
AND. UNLESS OBUECTED TO. SHALL CONSTITUTE THE STEPS REQUIRED FOR SUCCESSFuUL

NTERCCNNECT'ON. iF QBJECTED TQ. THE 3PU SHALL PROMPTLY SCHEDULE AND COMPLE™S
A REARING AND SSUE A DETZAMINATION NO LATER THAN 30 DAYS AFTER THE CONCLUS! o
OF T=E =243 NG F ANY UT L TV UNREASONABLY DELAVS OR C8STRUCTS A COGENERATCR. -
N .TS EFTOATS TC CBTAIN NTERCONNECTION, THE BPU SHALL iMPOSE FINANCIAL PENALT: ES :
TO BE AWARDED N PART "Q THE COGENERATCR SRINGING THE COMPLAINT. :

THE JATES FOR SALES OF BACK-UP POWER SHALL NOT BE BASED UPON THE ASSUMP’.'ECN
T=AT FORCED QUTAGES QR OTHER REDUCTICNS (N ELECTRIC QUTPUT BY ALL COGENERATICN
FACILITIES ON AN ELECTRIC UTILITY'S SYSTEM WILL OCCUR SIMULTANEQUSLY. OR DURING
THE SYSTEM PEAK. CR BOTH:"AND SHALL TAKE iNTQ ACCOUNT THE EXTENT TO WHICH SCHED-
ULED QUTAGES OF THE COGENERATION FACILITIES CAN BE USEFULLY COORDINATED WiTH=
SCHEDULED QUTAGES OF THE UTILITY'S FACILITIES. THE BPU SHALL REQUIRE UTILITIES TO
SUBMIT STANDARD BACK-UP POWER RATES AS PART QF THE REQUIREMENT TQ SUBMIT AND -
MAINTAIN. STANDARD OFFER CONTRACTS.

EACH COGENEHATION FACILITY SHALL BE OBLIGATED TQ PAY ANY REASONABLE INTER-
CQONNECTION COSTS WHICH THE BPU AUTHORIZES THE UTILITY TO CHARGE. NO RATE MAY
EXCEED THE ACTUAL AND REASONABLE COST OF COMPLETING THE INTERCONNECTION. UN-
© LESS A RETURN ON SAME IS AUTHORIZED BY THE BPU ON SIMILAR INTERCONNECTIONS FOR.
- NON-COGENERATING CUSTOMERS. NO INTERCONNECTION FEE SHALL BE REQUIRED TO BE

PAID IN ADVANCE. EACH COGENERATION FACILITY SHALL HAVE THE OPTION OF PAYING ITS -
INTERCONNECTION CCSTS AS PART CF iTS REGULAR BILLING OR AS A DEDUCTION FROM BUY-
8ACK RATES. STANDARD 8UY-BACK RATES AND TERMS SHALL BE INCLUDED iN EACH,
STANDARD OFFER CONTRA»_,T

3. COGENERATORS MUST HAVE ACCESS TO TRANSMISSION LINES TO WHEEL EXCESS ELECTRIC!-
TY AT REASONABLE RATES. : ~

[E! lectric utlities maintain barriers, including unpredictable wheeling rates and non-economic restraints,
to non-utility power sources who wish-to gain access. to transmission lines. for the sale of cogeneratea
power ta. utilities in different service territories. In addition, cogenerators serving more than one facmty
" need to engage in self-wheeling to take full advantage of economies of scale.]

" IF-A COGENERATION FACILITY AGREES, AN ELECTRIC UTILITY SERVING THE AREA WHEREIN
THE FACILITY IS LOCATED SHALL TRANSMIT THE ENERGY OR CAPACITY OR BOTH TO ANY
OTHER ELECTRIC UTILITY. IF THE UTILITY FAILS TO DO SO, UPON REQUEST THE UTILITY SHALL
BE OBLIGATED TQ PURCHASE THE POWER FOR USE IN ITS QWN SYSTEM AND SHALL PAY THE
'COGENERATION FACILITY AS IF IT HAD PERFORMED AS REQUESTED, UNLESS THE UTILITY
SHOWS GOQOD CAUSE FOR ITS REFUSAL TO WHEEL. GOOD CAUSE SHALL MEAN THE PHYSICAL

. OR ENGINEERING INABILITY TO TRANSMIT THE PQWER DUE TO LACK OF TRANSMISSION CA-

- PACITY, NOT INCLUDING A LACK OF CAPACITY CAUSED BY THE RESERVATION QF CAPACITY
FOR UTILITY-GENERATED POWER NOT ON THE SYSTEM, TRANSMISSION OF POWER FROM
OTHER UTILITIES OR WHEN A LACK OF CAPACITY SHOULD HAVE BEEN FQRESEEN BY TRE
- UTILITY OUE TO GROWTH ON THE SYSTEM. ‘

' WHERE UTILITY TRANSMISSION CAPACITY HAS BEEN FOUND BY THE BPU TQ BE SATURATED.
THE BPU SHALL ORDER THE UTILITY TO DEVELOP PLANS FOR THE EXPANSION OF CAPACITY
~IN THE MOST ENVIRONMENTALLY SOUND AND FISCALLY PRUDENT MANNER, BUT THE UTILiTY

o SHALL NOT CHARGE COGENERATION FACILITIES MORE THAN THEIR FAIR SHARE OF NEW

CAPACITY ON THE BASIS OF AN AUCTION AND BID SYSTEM IN WHICH UTILITY-SUPPLIED POWER
- SHALL HAVE NO ADVANTAGE OR PREFERENCE OVER POWER TO BE GENERATED B¥ A
COGENERATION FACILI
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ANY UTILITY 70 Wh'Cr SUCH ENEAGY OR CAr-A TV § TRANSMITTED SHAL_ B_aC-2
AS iF THE CCG‘:\IEPA" ON FACIL.™Y WERE SUPELVING ENEAGY OR CAPACTV 2 :
SUCH. ELECTRIC UTiLiTY, EXCEPT THAT THE RATE FOR PURCHASE BY THE ELECTRIC U~ _~
'SHALL BE ADJUSTED UP OR DOWN TO REFLECT LINE LOSSES AND SHALL NOT INCLUDE ANV
(CHARGES FOR TRANSMISS/ON. ) | =

<O

VNO 1 L‘TY SHAL- CHAPGE EOR LINE LOSSES DUE TO "HANSMISSION UNLESS ’I-‘E uT o
- DEMONS"'“A“":S THE ACTUAL INCIDENCE OF SAID LINE {OSSES ATTRIBUTED TO THE SPECIF C L
COGENERAT 1ON FACILITY IN QUESTION. .

NO UTIL. TY SHAJ.- CHARGE FOR LINE LOSSES DUE TO TRANSMISSION IF THE COGENERATION -
FACILITY IS LOCATED WITHN REASONABLE PROXIMITY OF LARGE LOAD DEMANDS ON TFE
UTILITY SYSTEM. DUE TO THE NEGATIVE NATURE OF SUCH LINE LOSSES ‘

~ NO UTILITY MAY CHARGE FOR LINE LOSSES UNLESS THE BPU APPROVES SAID CHARGES. AND
IN NO CASE SHALL A COGENERATION FACILITY BE REQUIRED TO PAY FOR SUCH LOSSES i\
ADVANCE DR WITHOUT THE OFTION TO PAY OVER A MUTUALLY AGREED PERIOD.

THE BPU SPALL ESTABLISH UNIFORM STATEWIDE RATES FOR TFIANSMISSION SERVICES
- WHICH SHALL BE iINCLUDED N STANDARD OFFER CONTRACTS AT THE OPTION OF TwE
COGENERATION FACILITY. SUCH RATES SHALL BE NON-DISCRIMINATORY AND NO GREATER
THAN THE ACTUAL COST OF. TRANSMISSION TOGE"HER WITH SUCH RETURN ON INVESTMEN
AS THE BPU AL/THORIZES v

UPON REOUEST EACH COGENERATION FACILITY SHALL BE ENTITLED TO TRANSMI TITS POWEFI
GENERATION OR ANY PORTION THEREOF TO AND AMONG .ITS CUSTOMERS ON A NuN-,
DISCRIM‘NATORY BASIS A"' A RATE TO BE DETERMINED BY THE BPU ‘

. THE USE OF STANDARD OFFER CONTRACTS CAN HELP TO E’XJAI 12; THE nARGA NING POWE: '
'OF UTILITIES AND COGENEFA’QRS

[Many fac'o's contr bu'f‘ e} r*v'e rfzic-bargaining advantages of utties over cogenerators, including the
monopsony positar of the wiity &ru the greater risk exposure of cogeneraton investors. Szeps musi
be taken to prevent uJtilities from rak/ng advanfagaf of their monopsony status.]

THE BPU SHALL REQIIRE A = E-ECTRIC UTILITV TO PREPARE STANDARD OFFER CON"'RAC
WITHIN 30 DAYS OF TH: ADC =7 .ON OF THIS MASTER PLAN, EACH CONTRACT SHALL ADDRESS
AT A MINIMUM ALL THE HE»...IUIREMENTS PRESENTED IN THIS PLAN AS SUITABLE FOR CON-

TRACT DFFERS AND SUCH OTHER REOUIREMENTS AS THE BPU OR THE DOE SHAI L FROM
TIME TO T ME REQUIRE TO BE INCLUDED :

A STANDARD OFF:R CONTFM"T 1S AN OFFER TO ENTER INTO A CONTRACT WITH ANY OUA

_FIED COGENERATION FACILITY. iT SHALL INCLUDE ALL ESSENTIAL TERMS REQUIRED OF T=E - -
UTILITY AND THE COGENERATION FACILITY AND ENTITLES THE FACILITY TO ACCEPT THE
TERMS OF THE CONTRACT ON ITS FACE OR TO NEGOTIATE ANY CHANGES, ADDITIONS. O/
DELETIONS IT WISHES. UPON SIGNING THE CONTRACT AND FiLING A CERTIFIED COPY WiTH -
THE UTILITY, THE BPU AND THE DOE. THE CONTRACT SHALL BE BINDING ON THE SlGNATORV‘
AND THE UTILITY

CANY COGENERAT ON FACILITv SHALL BE ENTITLED TO ACCEPT THE STANDARD OFFER CON-
TRACT PRESENTED TO THE BPU OR IT MAY PROTEST THE TERMS, CONDITIONS OR ANV
LANGUAGE IN TRE CUNIRACI OFFER AND REQUEST A HEARING WITH THE BPU, WHICK TrE
BPU SHALL COMMENCE AND COMPLETE AS SOON AS POSSIBLE, NOT TO EXCEED SIX MON’I—Q :
AT THE CONCLUSION OF THiS HEARING. THE BPU SHALL REQUIRE WHATEVER CHANGES.
ADDITIONS OR DELETIONS NECESSARY TO ACHIEVE THE PURPOSES OF THIS MASTER PLAN..
THE STANDARD OFFER AS APPROVED OR MODIFIED SHALL THEN OPERATE AS A BIND: \u o

LEGAL INSTRUMENT IN THE SAME MANNER AS A STANDARD OFFER CONTRACT SUBM'T™ )
BY THE UTILITY AND SUBJECT TO ACCEPTANCE BY. A QUALIFIED COGENERATION FAC! _‘°“’ L
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3.

COGE'\'JE?AT?“RSNEED ACCESS ™0 ACEQUATE. A;=opcan:_s SUFFLES CF \A'-';:A'__a.:s’ e
Vat..rai gas s tre ﬂr'm:/,.«al ue' ﬂr "cgerefat/or' ana, cue toits c’ean ournmg progertes, the fuet or ofglos :e .
in urpan and - gensely ooowazec areas °'ospect/ve ﬂogenerators aften have afficuity.in secwng sucgres

~at ar‘orcac/e crices.j

~£ 3PL S-A__ REQUISE EAC-‘ NATURAL GAS UTILTY (LCCAL DISTRIBUT CN COMPANY G

LDC)TC CFTER TC PROV DE NATURAL GAS TO ANY COGENERATION FACILITY AS THE PRIMARY

FUEL FOR T-E -Ac LiTY ‘N SUCH QUANTITIES AND QUALITY NECESSARY FOR SUCCESSFU'.

- COGENEZRATCON. V7= N 30 CAYS OF THE ADOPTION OF THiS-PLAN, EACH LDC SrALL ALSC -

PREPARE AND SU BM'T PLANS TO THE 8PU AND THE DOE WHICH SHALL DETAIL THE AMOUNTS.
QUALITY AND RATES TO BE CHARGED FOR NATURAL GAS FOR COGENERATION. ANY SERVICE
EX"ENSIONS NECESSARV AND ANY RESTRICTION QR CONDIT!ONS ON TRE RECEIPT OF SUCH
SERVICES.

RATES FOR TARIFFS FOR NATURAL GAS FOR COGENERAT!ON SHALL BE NQ HIGHER THAN
THOSE FOR NATURAL GAS SOLD BY THE LDC TO SIMILARLY SITUATED CUSTOMERS, EXCEPT
THAT SOME CREDIT SHOULD BE ACCORDED COGENERATORS iN LIGHT OF THE EXTERNAL

BENEFITS CONFERRED BY COGENERATION.

IN ORDER TO ENCOURAGE COGENERATION, THE PROCESS GF OBTAINING ENVIRONMENTAL

PERMITS MUST B8E EXDEDiTED

- {Cogeneration developers have had aifficuity in ga/m’ng the necessary environmental permits from the
Department of Environmental Protecton. They also fear the exaction of unreasonable air pollution require- -

ments that may make cogeneration uneconamic.]

THE DEP SHALL ES"ABLISH A PROCEDURE FOR THE PROMPT AND FAIR RESOLUTION OF ALL
PERMIT REQUIREMENTS FOR COGENERATION APPLICANTS WITHIN A SINGLE OR INTEGRATED
P:RMIT PROCESS.

‘DUE TO THE POTENTIAL NET REDUCTIONS l‘N VARIOUS AiR POLLUTANTS iN NEW JERSEY FRCM

THE WIDESPREAD USE OF COGENERATION TO SUBSTITUTE FOR UTILITY POWER GENERAT!ON
AND PURCKHASES, THE DEP SHALL DEVISE AN OFFSETS STRATEGY WHEREBY POLLUTANTS
EMITTED AT THE LOCAL LEVEL FROM A CQGENERATION FACILITY MAY BE OFFSET FROM NET
REDUCTIONS IN POLLUTANTS ENTERING THE SAME GENERAL AREA.

THE DEP SHALL DEVISE AND EMPLOY METHODS FOR DETERMINING THE AGGREGATE AR
QUALITY IMPACTS OF VARIQUS LEVELS AND TYPES OF COGENERATION USAGE AS ‘AN
ALTERNATIVE OR SUPPLEMENT, IN WHOLE OR IN PART, TO REQUIRING INDIVIDUAUZED AiR
QUALITY REVIEWS FOR EACH COGENERATION APPLICANT. '

. THE GROWTH OF COGENERATION MAY BE STIFLED BY THE CONTINUING AND. IN SOME CASES.

GROWING GLUT OF UNECONOMIC BUT UTILIT'Y OWNED ELECTRIC POWER GENERATING CA-
PACITY.

' [As more customers generate their own power and sell back to the utility, fewer customers will be left

to pay the fixed costs of the utility. The utlity will then raise rates to remaining customers, leading to -
still more customers leaving the system, cogenerating their own power, or simply increasing canservation.
Restricting the .amount of new capacity from other sources is at best a shart-term so/unon that .woula

/mpose substantial hidden costs on the public.] . '

E_ACH COGENERATION SPONSOR SHAL_L FILE WITH THE DOE A CONFORMING COPY OF IS
APPLICATION TO BE CERTIFIED AS A QUALIFYING FACILITY PURSUANT TO FERC HEGULATIONS
18 C.F.R. 292.203 AND .207, AT THE SAME TIME THAT IT FILES FOR SAME WITH FERC. THE DC

SHALL THEN MAINTAIN AN OPEN REGISTER QF "QF" APPLICATIONS AND ALL UPDA"ES AS '
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PROVIDED BE_OW. EACH CAG_NE-« r'-'( S A,_‘_ FEN FiLE \N"T..",..E :/OE Ab _:A:.v»“‘ .... -
O

EVERY SiX MONTHS. OR MORE DF" ORDERED. A REPORT SETTNG FOR™=. -‘gi o e
LOWING: : ool .

A. A LIST OF CRITICAL MILESTONES IN THE DEVEL OPMENT OF THE COGENEHAT!ON DQOJEC-‘.
ESTIMATED DATES FOR ACHIEVING THOSE CRITICAL POINTS AND ANY IMPEDIMENTS AND
PLAY\S FOR MEE’ING SAME; , :

B.  THE STATUS OF THE COGENERATION PROJECT IN MEETING THE MILESTONES lDEN FE _3 ‘
iN 178 PRIOR REPOHT OR AS THEY MAY BECOME KNOWN: '

 C. THESTATUS OF THE PROJECT WITH THE DEP AND ANY OTHER FEDERAL. STATE OH’LO;CA'-_‘
AGENCY WHICH REQUIRES PERMITS TO CONSTRUCT OR OPERATE THE FACILITY: -

D. THE STATUS OF THE COGENERATION PROJECT IN ITS CONTRACT DEALING WITH ANV
ELECTRIC UTILITY REGARDING BUY-BACK RATES, INTERCONNECTION, BACK-UP POWER.
WHEELING, NATURAL GAS, OR ANY OTHER RELEVANT NEGOTIATION ISSUE INVOLVING
_REGULATED UTILITIES IN NEW JERSEY; ‘

E. A CONFO‘RMING COPY OF THE CONTRACT(S) WITH THE ELECTRIC UTILITY(IES) AT TT"‘E
IT IS SIGNED AND FINALIZED;

F. A NOTARIZED STATEMENT FROM THE PROJECT SPONSOR WITHIN 24 HOURS OF THE DATE s

THAT (1) CONSTRUCTION HAS BEGUN ON THE FACILITY, (2) WHEN CONSTRUCTION HAS
BEEN COMPLETED, AND (3) WHEN THE FACILITY HAS BEEN BROUGHT INTO OPERATION;

G. A REPORT OF THE FACILITY'S OPERATING RECORD AT THE‘C-OYNiugualuw‘ur EACH CALEN- C

DAR YEAR, NOTING ANY CHANGES IN HEAT RATE, FUEL USE, SIZE, EFFICIENCY. OUT AG
OR OTHER RELEVANT INFORMATION :

‘ AT LEAST ANNUALLY THE DOE SHALL PUBLISH A STATUS REPORT ON COGENERAT'ON IN NEW

JERSEY WHICH SHALL INCLUDE. BUT NEED NOT BE LIMITED TO, A SUMMARY OF THE F2:0%.
DATA AND SHALL PROMINENTLY SET FORTH A STATEMENT AS TO THE AMOUNTS OF
COGENERATION PLANNED, CERTIFIED WITH FERC. UNDER CONTRACT, UNDER CONSTF?LJC'P ON.
AND xf\ OFPERATION.

< ANY COGENERATION PROJECT OF -100 MW OR LARGER SHALL BE DESIGNATED AND CON-
SIDERED TO BE AN “ENERGY FACILITY" PURSUANT TO THE DEPARTMENT OF ENERGY ACT.
N.J.S.A. 52:27F-15(c), AND THEREFORE SHALL REQUIRE A FINDING' OF NEED AND CON-
FORMANCE WITH THE APPROVED ENERGY FORECAST AND RESOURCE PLAN OF THE AFFECTED
UTILITY(IES), PURSUANT TO THE REQUIREMENTS OF N.J.A.C. 14A:20-1.1, £T SEQ., AND TkE .
ENERGY FAC'LITY REVIEW POLICIES OF THE DEPARTMENT

WITHIN SIX MONTHS OF THE ADOPTION OF THIS MASTER PLAN, EACH ELECTRIC POWER UTILI™Y
SHALL SUBMIT A PLAN TO THE DOE AND TO THE BPU FOR ACHIEVING A REALISTIC MARKE™
FOR POWER COMPETITION BETWEEN AND AMONG UTILITY FACILITIES AND NON-UTILITY FACIL!-
TIES, INCLUDING METHODS FOR COMPARING THE DIRECT AND INDIRECT COSTS OF POWER
GENERATION, SYSTEM EFFICIENCY AND RELIABILITY AND ENVIRONMENTAL IMPACTS. THE
PLAN WILL DESCRIBE METHODS FOR AUCTIONING RIGHTS TO SELL POWER TO THE UT:LiTV
ON A NON-DISCRIMINATORY BASIS. UTILITY FACILITIES AND NON-UTILITY SOURCES WILL HAVE
EQUAL OPPORTUNITY TO COMPETE FOR THE OPPORTUNITY TO GENERATE AND MARKET ELEC-
 TRICITY, IN ORDER TO FURTHER THE GOALS OF A LEAST-COST ENERGY STRATEGY FCF
RATEPAYERS. WITHIN 30 DAYS OF RECEIPT OF THE PLANS, THE DOE AND THE BPU SHALL SET
FORTH DATES FOR HEARINGS TO CONSIDER SUCH PLANS AND DETERMINE HOW BEST ~C
" PROMOTE COMPETITION AND LEAST-COST DELIVERY OF RELIABLE, ENVIRONMENTALLY
SOUND SERVICE. THESE HEARINGS SHALL BE COMPLETED WITH AN ORDER ISSUED SETTAG
'FORTH SUCH STRUCTURE OF A MARKET FOR POWER SOURCES WITHIN ONE YEAR OF =2

ADOPTON OF ThiS PLAN.
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8 COGENE“A"OQS M' S™ BC JQO"'f"'F:D '=GM =AD FAITH SEMAN S AND :AHGA N

Ev'deﬁce inaicates that i n4es do ~ot aiways Largainin 300Q ‘a' th: Whr/e stanc'ard cf‘er criracts a2
frrrrr Suy-back ‘ates will- cromote f'oco faith carﬂammg maore prﬂrec'lon may oe neegea. ] ”

NO LTI ™ \AY REQUIRE AS A CONDITON GF ANY GONTRAGT THAT THE COGENESATCN

=AC3_:'\‘ A.C:FEE TC A RE CAP TURE CLAUSE CR ANY O7—ER ARRANGEMENT WHCh WilL SENY

O T-S FAC TV AND 7S NVESTORS ThE MMEDIATE USE CF AL PAYMENTS FOR THE SALZ
“OF CAPACITY OR ENERGY.. ,

SACH UTL.TY SHA_L NEGOTATE ‘N GOGO: FAITH AT ALL T MES WITH ANY COGENERAT ON
OWNER. OP"-'RATOQ OR SPONSOR AND SHALL ENDEAVOR TO REACH AN AGREEMENT N~
| SHORTEST POSSISLE TME.

THE BPU SHALL ESTABLISH AN ABBREVIATED PROCESS FOR T'HE HEARING OF COMP' AnN S.
PROTESTS OR PETITIONS FOR DECLARATQORY RULINGS ON BAD FAITH ACTIVITIES OR NEGO-
T'ATING POSITIONS. UPON SUCH A FIND, THE BPU SHALL ORDER THE UTILITY TQ CEASE A\D
 DESiST FROM.SUCH BAD FAITH ACTION, AND{T SHALL ORDER THE UTILITY TO PAY OR CRED
. 7O THE COGENERATICN PROJECT A SUM EQUAL TO ALL CQasTs ATTHIBUiABLE DIPEC" v CF
- NDIRECTLY, .TO SUCH BAD FAITH ACTIONS. '

THE BPU SHALL DEVISE, DEVE-OD AND MAINTAIN A CURRENT LIST OF BAD EAITH PRACT .cas.
~ WHETHER PRESUMPTIVELY OR PER SE BAD FAITH, AND IT SHALL ENTERTAIN PETITION FOR
DECLARATORY RULINGS WITH RESPECT TO ANY PRACTICE WHICH THE PETITIONER BELIEVES .
 SHOULD BE ADDED TO OR REMOVED FROM THE LIST. SUCH PRACTICES SHALL INCLUDE, BUT
"NOT BE LIMITED TO. INJECTING BAD FAITH DEMANDS INTO THE NEGOTIATION PROCESS.
. HABITUALLY OR REPEATEDLY FAILING TO MEET REASONABLE REQUESTS FRCM A POTENTIAL
-~ COGENERATOR FOR MEETINGS, ANSWERS OR DECISIONS, OR FAILING TO BRING TO MEETINGS
' REPRESENTATIVES KNOWLEDGEABLE ABOUT THE PARTICULARS OF THE COGENERATION PRO-
JECT AND QUALIFIED TO .RENDER DECISIONS THAT BIND THE UTILITY IN THE MANNER OF A
' BUSINESS AGENT. A UTILITY DEEMED TO BE ENGAGING IN SUCH BAD FAITH NEGOT/AT!ICN
SHALL BE L:ABLE TO THE COGENERATOR FOR ALL COSTS PROXIMATELY CAUSED BY SuCH
BAD FAITH NE"‘O""AT&ON OR DEMANDS AS DETEHMiNED BY THE BPU. :

9. COGENERATORS MUST HAVE THE OPF’ORTUNITY "'O PRQOVIDE LEAST COST ENERGY FOR CON-
SUMERS '

[Cogereratars have not.in the past been able to d‘lsplace ual/ty-generated capac:ty even thaugn the power
’generated from these sources is more expensive.]

IF A UTILITY REFUSES TO CONTRACT FOR CAPACITY OR ENERGY OR BOTH FROM AN OTHER-
WISE QUALIFIED COGENERATION FACILITY DUE TO A LACK OF NEED FOR THE POWER. AND
IF NO OTHER PURCHASER OF THE POWER IS FOUND BY THE UTILITY WHICH WILL PURCHASE -
© POWER TRANSMITTED TO IT. THE COGENERATION FACILITY MAY BID AGAINST POWER SUP- -
PLIED BY UTILITY-OWNED AND -OPERATED FACILITIES OR OTHER NON-UTILITY PRQJECTS. THE
UTILITY SHALL SELECT THE POWER SOURCE WHICH AVQIDS THE GREATEST COST QTHERWISE
~"INCURRED BY THE RATEPAYERS OF THE UTILITY. IF THE COGENERATOR IS AGGRIEVED BY THE
- DECISION OF THE UTILITY. IT MAY PETITION THE BPU FOR A DECLARATORY RULING THAT T-£
UTILITY SHOULD PURCHASE THE POWER OFFERED BY THE COGENERATOR UPON A FINDING
THAT (1) THE POWER THAT WOULD BE DISPLACED COSTS MORE TO PRODUCE OR SUPPLY THAN
THE POWER FROM THE COGENERATOR, WHETHER CAPACITY OR ENERGY OR BOTH; AND (2!
THE COGENERATOR OFFERS NON-ECONOMIC BENEFITS, SUCH AS ENHANCED SYSTEM RE-
LIABILITY, THE BURNING OF ALTERNATIVE FUELS, THE REDUCTION OF AIR QR WATER POL-
~ LUTION OR OTHER ADVANTAGES SUPERIOR TO THOSE FROM THE unuw FACILITY-QR OTHER
NON uTILITY FACILITIES ON THE SYSTEM
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. TRE BPU AND. TFE DOE SRALL RECURE ELECTRC LTILTIES O

'COGENE—xA'OHS POWER (CAPAC"'V OR ENERGY OR ::OTt-\ WI-IC‘-' S .

‘4"..
- ‘

(l).
g (J

LRC-A z
£SS CCST
RATEPAYERS THAN UTILITY-OWNED OR -OPERATED CAPACITY EXCESS, r%:GAPD.:SS CF

 WHETHER SUCH UTILITY CAPACITY IS N RATE BASE. WHENEVER THE NON-UTILITY SOURCE

- WOULD CONFORM TO OR OTHERWISE PROMOTE A LEAST-COST ENERGY STRATEGY. IN MAK- -
~ ING THIS FINDING, THE BPU SHALL FIND THAT THE NON-UTILITY SOURCES PROMOTE A LEAST- "

CCS™ ENERGY STRATEGY WHENEVER SAID COGENERATION FACILIT'ES OR INCREMENTS CAN -

s DISP_ACE COSTLIER UTiLITY FACILITIES. THE BPU SHALL THEN PROCEED TO DETERMINE -

WHETHER SAID CAPACITY WHICH IS DISPLACED SHOULD B8E REMOVED FROM RA’E BASE AS -

" ND _ONGER LUSED AND JSEFUL

10

SMAL' COGENERATION FAC LITIES MUST BE PROTEC’ED FROM UNFAIR COMPE"I ON'FHOM -
UT!LITIES THAT ENTER THE COGENERATION MARKET. o

[ Ut/lmes are begmnmg to enter the market for cogenerat/on development however spe::/a/ safeguards ‘

are needed zo prorect competmon ]

. ANY CDGENERAT!ON FACIL!TY OF 100 KW OR LESS SHALL BE CONS!DEHED A SMALL POWER :
» PHODUCTION FACILI”Y "

THE BPU SHALL REVISE ITS COGENERATION AND SMALL POWER PRODUGTION TARIFF/RIDER

QFS (MARCH 21, 1985. DOCKET NO. 8412-1239) TO IMPLEMENT THE OPTION OF NET ENERGY -~

BILLING AT A RATE EQUAL TO THE UTILITY'S EFFECTIVE RETAIL RATE FOR THE CUS"'OMER
WH!CH SHALL APPLY FOR- ANY SMALL POWER PRODUCTION FACILITY.

'THE BPU SHA..L REV!EW EACH CONT:’AC"’ FOH CAPAC"'Y ENERGV OR BOTH FOR ANY'

. COGENERATION FACILITY OF 1 MW. OR GREATER THAT IS FINANCED OR OWNED iN-PART BY -

' THE SUBSIDIARY OF AN ELECTRIC UTILITY. THE BPU SHALL DETERMINE WHETHER THE U" LiTY.
OFFERED ANY PREFERENCE TO THE PROJECT THAT IS NOT AVAILABLE TO NON-UTILITY UNITS. 1
AND SHALL. IF IT SO FINDS. DISAPPROVE -OF SAME OR IMPOSE SUCH NEW STANDARLS AS L
iT FINDS APPPOPRIA’E L

THE BPU S‘-‘ALL PROV‘DE 30 DAYS FOR ANY PERSON "'O PROTEST THE AWARD'NG oF ANY

- ZONTRACT TO ANY COGENERATION FACILITY THAT IS FiNANCED OR CONSTRUCTED IN WHOLE

OR PAR: BY A UTILITY SUBSvDIARY

R
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| NEW JERSEY e
CHAMEER OF gmencs |
SOVERNMENTAL RELATIONS OFFICE

March 12, 1987

Eonorable Thomas H, Xean
Governor :

Office of the Governor
State House

Trenton, New Jersey 08625

”*

RE: Cogeneration Regulation
Dear Governor Kean:

As repregentatives of most of the'major business .
,organizations in the State, we have undertaken this unusual effort to
~ jointly bring to your attention an issue currently before the

New Jersey Departments of Environmental Protection and Commerce which
~will have a2 major effect on the business community and climate in
New Jersey. Specifically, we are referring to & proposal by the
Department of Environmental Protection relating to the use of the
selective catalytic reduction ("S8CR") technology or itg performance
eguivalent as a pollution control stretegy for cogeneration
facilitxes. We oppose implementation of this technology.

‘ - Your Aﬁministration has been a welcome proponent of
cogeneration. In a State like New Jersey which must impose »
additional operating requirements on industry in order to protect the
guality of its environment, the cost-saving aspects of cogeneration
technology represent a unique opportunity to improve the competitive
position of New Jersey busliness operations. 1In addition to the
obvious cost savings, cogeneration represents a more efficient use of
. our energy resources and, on balance, & far cleaner method of power

generation. Cogeneration becomes even more important to business
‘'where, as in New Jersey, energy costs are much higher than the
national average.

X C Berving New Jersay aince 1911
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Honorable Thomas H. Xean
March 12, 1987
Page Two '

- We oppose the immediate implamentation of SCR or equivaleht
performance requirements for two primary reasons: cost and fairness.

& - : . ) .

: The performance requiremente are extremely expensive to

implement with as yet still uncertain environmental benéfits.

Indeed, in some configurations the result of the proposal by DEP

would be increased air pollution, when all factors are considered.

The proposal is beyond the state of the art in terms of its technical

possibility of attainment, its overall benefit, its cost, and the ‘

~certainty of its benefits. While we believe that some new

- performance reguirement may be appropriate in the long term, the

- processes themselves are still evolving and we are not convinced that
the technology is totally workable or demonstrated in its present

form. The imposition of a costly, evolving performance requirement

- on an already marginal industry could have disastrous effects on the

 é$ptementation of present and future cogeneration projects in the
ate, - : , ,

_ As to the falirness issue, togeneration projects involve a
~substantial amount of technical and financial planning prior to their
submittal to the State for permitting purposes. Significant amounts

of money and time are invested in these projects, based upon an
existing set of regulations. We cannot condone a regulatory process
which would impose new standards on pending permit applicationes or on
those projects in the final stages of design and financial planning,
The business community must be assured of continuity in the

regulatory environment if timely, cost-effective compliance is to be
achieved. , o :

: Ve, therefore, recommend that any State position on the
implementation of SCR or equivalent performance reguirement be
proposed as a formal rulemaking and held out for public comment and
review. Those projects which were designed and approved by the ,
technical and financial community under the existing reguletions
should be allowed to go forward under the existing regulatory scheme.
Should the xulemaking process result in a change in the regulatory
program for cogeneration, that change should be proepective only,
thereby allowing the technical and financial communities to plan for
~the existence of the new regulations. This "grandfathering” of

existing projects under the existing regulatory scheme poses little,
4f any, environmental problems, while assuring substantial enexgy and
- cost savings to the business community of the Btate of New Jersey.

: - Cogeneration projects planned or proposed amount to almost
2500 megawatts of energy with a total capital investment exceeding
§1 billion in the State of New Jersey. Thousands of jobs are
directly affected by the implementation of this technology. As you
stated in your most recent State of the State message, economic
development, job creation and job retention are important elemente of
your Administration. A sensible cogeneration program enhances these
goals, an unrealistic program can only retard them.

JoX



Honorable Thomas H. Kean
March 12, 1987
Page Three

On behalf of the business community in this State.,we urge
you to consider this letter and adopt our position regarding the
implementation of cost-efficient, environmentally=-sensitive
cogeneration projects in the State of New Jersey. These are not the
kinds of issues which should be left to litigation for final -
resolution. We believe our suggested approach is a reasoneble,
balanced program, taking into account the interests of all parties.
We respectfully reguest that your admznist:ation coneider and adopt
this program as proposed,

S8incerely,

NEW JERSEY BTA COMMERCE

By: ﬂ ’ o’ f‘ f
7 =

Rioe £ £

UNCIL OF NEW JERSEY
NEW JERSEY pmaotg}) cor.mc:]/ |
-
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‘March 5, 1987
85.111
85.038

Federal Express

 Mr. William J. O'Sullivan
Division of Environmental Quality

- New Jersey Department of Environmental
Protection .

401 East State Street, CN 027.
~Trenton, NJ 08625 ' ’

Dear Mr O Sulllvan

pThank you for the opportunlty of meetlng w1th you last Monday
to discuss your draft policy for controlling NOy emissions .
from gas turbine cogeneration facilities. Our understanding is

- that your draft policy breaks the gas turblne heat input into
J'-three groups as. followo

‘_’l; . Under 100 MMBTU/h . Maiiﬁum’NOx emission of O 2
- pounds NOx pe:r 1 MMBTU when gas firing and 0. 4
" pounds when o Z-flrlng

S 2. 'Between 100 and ”50 MNBTU/hr 'Same as above until"
l May 1, 1992 wher 21) units will have new criteria of

0.1 pcunds ¢l C, per 1 MMBTU when gas firing and

0.2 pounds WhL _011 f1r1ng

3. Qver 250 MMB "h.. Cr1ter1a is 0.1 pounds and 0.2

~pounds when oil. Flrlng If a technology other than

SCR is used, phase 1n time will be. allowed to reach
this crlterla ' e

' ”.fWe“understand,further that'thia draft policy is proposed to be
- Tetroactive to permits already submitted and will be used to
determine permitting in lieu of the information provided to us

- prior to and at the time of submlttal of the Kenilworth progecto
'appllcatlon ,

Summarlzlng our p051t10n, we belleve that permlts already ;
~submitted should he icened assuming they meet the criteria
established during their development, that is, at the time of
-application subm 1ttal “The change in criteria should be
~reviewed in some form of public format and applied to permlts
,submltted after the issuance of new criteria.

401B Street, Suite 1000, San Diego, California 92101-4218  Telephone (619) 239-9900 Telecopier (619) 238-3145
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Our Kenilworth project falls in the 100 to 250 MMBTU category;
As we explalned in our meeting with you, your draft policy

would require that we choose either steam 1n]ectlon or SCR now,
not five years from now.

- We understand you believe the 1992 requirement would allow us
"to try steam injection for five years and then change to SCR if
- it did not work. We explained this would not work for the

following reasons:

lQ

Each system configuration (water'injection, steam
injection, and SCR) has unlque eguipment layout

- reguirements. Each requires a different design for

the heat recovery boiler. Steam injection requires a
completely different steam system (which includes
HRSG, piping, steam turbine, condenser, water
treatment, etc.) because of the high amount of high
pressure steam required for injection into the gas
turbine (20,000 to 25,000 pph for the LM2500). The
project cannot bear the cost of trying steam 1n3ect10n

“now and changlng to SCR later. ‘

We cannot,purchase a guaranteed performance, dual fuel
fired, steam injected turbine to meet your criteria.
GE says the LM2500 dual fuel engine can be made to
attain 75 ppm with steam injection at best.

The financial communify will require eQuipment supply

- contracts and plant design to meet all permlt CIltEIla

during the debt repayment period.

The delay requlred for redesign (up to six months) may
cause our project to default on several key

_contractual dates.

Therefore, your,draft policy is, in effect, de facto SCR from

day one.

We understand this was not your intention. However, .

even this option may cause our project to fail due to

economics, defaulted schedule dates as mentioned previously,

and as described in our previous correspondence.

Our diScussion demonstrated the need for a full and open

-sharing of information. It is apparent to us that your group
needs much better understandlng of the follcwing items:

3
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1. Strict definition for the heat input criteria (we
recommended Lower Heating Value [LHV] as the basis
because of its conventional use with gas turbines;

~that is, manufacturers® brochures and guarantees.
Also, FERC cogeneration gqualifying ratios are ,
calculated based on LHV. We also recommended nomlnal
performance at ISO conditions as the basis to avoid
potential mlslnterpretatlons )

2. - Equipment currently avallable from all potential
- suppliers and the level of emissions those suppliers
are willing to guarantee, especially with dual fuel
firing (a nece551ty in New Jersey because of the
curtallment in gas supply)

3. pEm1551on levels that manufacturers belleve they can
meet given a- reasonable time perlod and market
‘potentlal ' :

4. System deSign,pecuipmeht selection, plant layout, and

financial reguirements. needed to change immediately
from water injected to either steam 1njected or SCR,
or 'to add SCR at a later date

5. F1nanc1a1 requlrements to obtain construction funding
for. pIOJects based on permits w1th changing criteria.

- To support you properly in this information search, we. need to
~understand your decision processes, the technical and economlc
criteria applied, and your mandates and obllgatlons
Additionally, it is our perception that your draft policy w111
be applied as "rules" and not as "guidelines" to all future .
permit applications.' Guidelines imply a flexibility we did not
- discern. Therefore, given the enormity of the impact on
cogeneration and its impact on the economic health of New

Jersey, we believe thlS discussion must be ‘done in some form of
an open forum ~

To support your.goalsband encourage the benefits of _
cogeneration to continued economic growth in New Jersey, and to
allow projects with pending permits to move forward, we
suggested the following modifications to your draft policy:
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1. For 100 to 250 MMBTU heat inputs, develop a true’ :
‘“phased-in" regquirement that cogenerators, equipment
~suppliers, and the financial community can support.

For example, establish .2 1b NO, per 1 MMBTU gas
input/.4 1b/NO,x per 1 MMBTU o0il input for permits
submitted in 1987; .18 1b NO, per 1 MMBTU gas
input/.36 1b NOx per 1 MMBTU o0il input for permits
- submitted in-1988; and so forth down to .1 1lb NO,
‘per 1 MMBTU gas input/.2 1lb NO, per 1 MMBTU oil
input for permlts submitted after 1991

2. 1‘Con51derat10n be given to utility,emiSSions offsets
S (under consideration in California). ' '

3. Emissions oompensation for the use of more highly
- efficient plants (for example, combined cycle plants

prov1de more efficient use of fuel than 51mp1e cycledf
“plants) :

These are concepts that we can and are willing to support We
would like to direct our energy and efforts to bu1ld1ng the

~ plants we have proposed while supporting your efforts in moving -

. toward an eguitable and reasonable path for an even further
ilmproved env1ronment :

You advised you are working on our Kenilworth permit
application and will write us by March:13, 1987 with modeling
" and englneerlng review comments. = We respectfully reguest that
you issue the Kenilworth permit in accordance with the
guidelines you established for its submittal and we trust your -
decisions regardlng new guidelines for future work will find us

[kwork1ng together. for 1mproved economlc and env1ronmental goals
ylln New Jersey. ‘ '

vSibcerely,'

Robert'J

Bu51ness evelopment Manager

yLw

John M. Koerber
Projecthanager

1f 05861

oK |
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coples (by Federal Express).

Mr. Jorge Berkow1tz v
Director, Division of Env1ronmental Quallty

‘New Jersey Department of Environmental Protectlbn
401 East State Street, CN 027
~Trenton, NJ 08625

Mr. Borden R. Putnem
Commissioner

- New Jersey Department of Commerce and Economlc Development
One West State Street, CN B20
Trenton, NJ 08625

3eX
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Federal Expfess

~Mr. William J. O'Sullivan

~Division of Environmental Quality

New Jersey Department of Environmental
Protection

401 East State Street, CN 027

Trenton, NJ 08625

Dear Mr. O'Sullivan:

As you are aware, Energy Factors has an extremely vital .
interest in cogeneration development in New Jersey where it can
serve to improve the. financial viability of organizations such
as Schering-Plough. We accomplish this by building an :
efficient, well-designed cogeneration plant at the site of a
"host," such as Schering, which we will own and operate for 20
years. As a result, we are committed to a long-term 1nterest ‘
1n the areas where our plants are located.

The Scherlng plants at Kenllworth and Union are of great
importance to us because they are our first plants in New
Jersey. These projects have been under development for several
years and Energy Factors has spent to date on them
approximately $1 million. We have executed all but one of the
contracts necessary for implementation and we are poised to
'give our contractors a Full Notice to Proceed. The first level
- design of these plants is complete and major equipment is on
order with penaltles for delay or cancellation.

The single most 1mportant document that prevents us from mov1ng
ahead on these projects is the Permit to Construct. We
recognize the 1mportant issues surroundlng the protection of
the environment and I am sure you recognize the difficult
business p051t10n in which we find ourselves with our projects
suddenly put in a state of suspended animation. I am sure we

feel confident and are in agreement that a rapid resolution of
' the present issues, done on the basis of accurate and complete.
information, will benefit all partles.

I commit to you that Energy Factors will continue to work with
your organization to supply you with whatever information you
require or desire so that the present issues can be resolved
and we can again move forward on these projects.

401'B Street, Suite 1000, San Diego, California 82101-4219 Telephone (618) 239-9300 - Telecopier (519) 239-3146
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I am encouraged by the reports from our Project Manager for the
Schering projects, John Koerber, and our East Coast Business
Development Manager, Robert Kostal, concerning their meeting
with you and your staff on March 2, 1987. They inform me that
processing is now underway on our Kenilworth application and

~that within two weeks we w1ll have written comments from your
department.

Energy Factors is very’willing and reaay'to support your
efforts to define future emissions goals for New Jersey.

Please feel free to ctontact me or John Koerber for 1nformat10n
you may require.- .

 Best regards,

Rob rt J

A Neary
sident
~ Project Management & Engineering

1f 05871
c: Mr. Jorge Berkowitw
Director, Division o¢f Environmental Quality
New Jersey Department of Environmental Protection
401 East State Strect, CN 027
Trenton, NJ 08625

" Mr. Borden R.'Putﬁam

Commissioner
- New Jersey Department of Commerce and Economic Development
One West State Street, 820 ’

Trenton, NJ 08625

John Koerber
{3obert Kostal

A i o
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Féderal Express

Mr. Borden R. Putnam
,Commissioner :
- New Jersey Department of
Commerce and Economic Development
One West State Street, CN 820
Trenton, NJ 08625

Dear Commissioner Putnam:

your interest in the air permitting issue now at hand’ with the
New Jersey Department of Environmental Protection (NJDEP) and
apprec1ate your support.

On behalf of the management of Energy Factors, I thank von for

As you are well aware, the NJDEP is in the process of prop051ng
mandatory emissions controls for cogeneration projects in New
Jersey. Most troublesome is the fact that this proposed
-policy, as presently understoocd, will be retroactive to
projects that have been planned carefully and developed
following all existing laws and regulations as well as NJDEP
guidance and comments.

Recent meetings have indicated that Energy Factors may be able
to assist the NJDEP with information about eguipment, process
design, and financial requirements that will assist them as
they make decisions concerning emissions controls.

I commit to you that Energy Factors stands ready to supply this
assistance. During this effort, we would hope to learn more
about the NJDEP's processes and criteria so that any
information we supply would be thorough and complete.

In developing new technologies, companies such as Energy
Factors need to be able to reasonably depend upon some degree:
of stability within the permitting and regulatory environment
so that it can proceed with its technical and financial
~planning. Having these rules changed without warning and in a
manner such that the project is placed in a state of suspended
-animation causes us great hardship. We believe there must be a
way to meet the legitimate concerns about the environment
without seriously delaying or perhaps depriving Energy Factors
and Schering-Plough of a significant business opportunitye.

" 401 B Street, Sulte 1000, San Diego, California 52101-4219 Telephone (619) 239-9300 Telecopier (619) 239-3146
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We ask your ‘support as we continue to work with the NJDEP to
. attempt to convince them the equitable and proper way to-
- address these concerns is the following:

1. Process previbusly submitted permits in accordance
with the rules, regulatlons, and NJDEP guidelines that
were (and still are) in effect at the tlme of
‘submlttal.

2.

Conduct public hearings to develop a reasonable;plén‘
for improved emission levels and have this plan put
into effect in‘a phased manner with transition rules.

Thank you for 1nterest and we look forward to your contlnulng
support._ :

Very truly yours,

Progect Management and Engineering

1f 05881 ‘
c: Mr., William J. O'Sullivan: :
Division of Environmental Quality

New Jersey Department of Environmental
Protection

401 East State Street, CN 027
Trenton, NJ 08625 »
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February 9, 1987

Mr. Jorge Berkowitz

Director, Division of
"Environmental Quality

New Jersey Department of
Environmental Protection

401 East State Street, 2nd Floor
Trenton, New Jersey 08625

. Mr. Henry T. Blekicki
- Assistant Commissioner
. New Jersey Department of
~  Commerce and Economic
Development™
. 101 Commerce Street
‘Newark,’New Jersey 07102

Dear SlIS

Pursuant to an announcement dcted January 12 1987, the
Director of the Division of Environmental" Quality of the New
Jersey Department of Environmental Protection ("NJDEP") and the
Assistant Commissioner of the New Jersey Department - of Commerce.
and Economic Development (“NJDCED") called for an informationsal
meeting to be held in Newark on January 22, 1987 to &address
issues relating to cogeneration arising out of the NJDEP's
consideration of the use of selective catalytic reduction
technology ("SCR") to reduce nltrocen oxide ew1551ons ("NOx").

) Energy Factors, Incorporated ("EFI"), a.Cullfornla .
corporation engaged in the business of developing, owning and
operating alternative energy production facilities throughout
the United States, including two cogeneration facilities under
development in the state of New Jersey (see Section 1 below),
attended the January 22, 1987 meeting and made an oral.
presentation and written submission at that time. EFI was
invited to supplement its presentation with such additional

. information that might be useful to the NJDEP and NJDCED in the
formulation by each such department of its p011c1es regarding
cogeneration and NOx em1551ons controls.

k 120 Wood Avenue South; Suhé 300, Iselin, New Jersey 08830  Telephone (201) 806-1000  Telecopier (201) 321;6562 Telex 136-"545-@
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EFI appreciates the opportunity to submit this information
to the NJDEP and the NJDCED, and would be pleased to

participate further in the publlc portion of the state agency
dec151on-mak1ng process.

In summary, EFI believes that the costs and uncertainties

~surroundlng the application of SCR to cogeneration facilities
require substantial additional investigation, including formal
public notice and comment procedures, before any informed
policy regarding the use of SCR can be adopted by the NJDEP.
The need to further investigate the costs and benefits of SCR
should not, however, be allowed to delay the development of
proposed cogeneration facilities that offer substantial
economic and environmental advantages for the state of New
Jersey, or to unduly jeopardize the significant investments of
time, effort and finances already committed to such projects.
The NJDEP should make every effort to promptly process pending
applications relating to the construction of cogeneration
facilities in New Jersey, and to issue permits to those
facilities whose applications reflect compliance with existing
law. EFI's views are set forth below in greater detail.

Section 1. Backaround

EF1's commitment to the development of cogeneration in New
Jersey dates to the summer of 1985, where EFI representatives
commenced discussions and negotiations with a veriety of
potential industrial stearm and electricity customers throughout
the state, and with local utilities regarding the purchase of
excess power. By the fall of 1985, EFI was fully engsged in
developing a 7 megawatt (net) facility to serve the Schering
Corporation plant in Union, New Jersey through its project
subsidiary, EF Union, Inc. ("EFUI") =and in developing a 25
megawatt (net) facility to serve the Schering Corporation plant
in Kenilworth, New Jersey through its project subsidiary, EF
Kenilworth, Inc. (“EFKI"). EFI has mazintained an office in

‘Iselin, New Jersey since early in 1986 to develop these and
other east coast projects.

. During the course of the past fifteen months, EFI has

. entered into an energy services agreement and a site lease with
Schering Corporation for each project, and a power purchase
agreement with Jersey Central Power & Light Company ("JCP&L")
for each project. A construction contract has been signed with
EBASCO Constructors, Inc. for the Xenilworth project, and with
Turbosystems, International ("TSI") for the Union project. A
transmission and service agreement for each of the projects is

¢2x
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being negotiatea with Pnbllc Service Electric and Gas Compahy '
("PSE&G"), and fuel supply arrangements are berng maﬂe for the
delrvery of gas to the projects.

EFI has already‘made payments to EBASCO, TSI, and PSE&G
for work performed under the project contracts. EFI has
expended to date well over $1 million in the development of =
these projects, much of it allocated to the design of the two .
facilities to achieve project goals within given economic

~constra1nts and in compliance with exrstrng laws bearing upon
the design, construction and operatlon of cogeneration projects .
in the State of New Jersey. EFI is now contractually committed
to the expenditure of at least $40 million in the completion of
these two facilities. The Kenilworth plant is progected to
begin serving Schering and providing electricity sales to

. Jersey Central Power & Light by July 1988, -and the" Unron plant

- is expected to be on line by December; 1987 .

~In plannrng for 1ts development effort EFI rev1ewed from

the beginning of its involvement in New Jersey the :
environmental constraints that it would face in proceeding w1th
the two progects EFI‘'s decision to commit itself to
cogeneration in New Jersey was premised upon its’ ability to

' design, construct and operate an economic facility‘in

. compliance with existing environmental law. To thrs end EFI
~and its New Jersey environmental consultants,
Envirosphere/EBASCO (Kenilworth project) and TSI/Enercy
Services, ‘Inc. (ESI) {(Union pr03ect), have consulted with the
NJIDEP and confirmed that the emissions control technology G
,1ncorporated into the project design, which does not. include
SCR, would satisfy applicable New Jersey law. For the
‘Kenilworth project, EFI negotiated a detailed turnkey :
englneerrng procurement and construction contract with EBASCO
on this basis and prepared and submitted its air permit
application accordingly.. For the Union project, EF1 has a3

-similar arrangement with TSI and will be submitting the alr
‘permrt appllcatlon in early February 1987.

In preparlng its air emrssrons permlt app11c5tlon, EFI met
on several occasions with the NJDEP, and directly, or through
'Env1rospherevand ESI, had numerous telephone conversations and

- correspondence with the agency regarding applicable air g
emissions reguirements.. Throughout this period, EFI sought and
‘received assurances that neither the Kenilworth project nor the
Union. project would be subject to SCR. 1In addition, EFI's ,
,drscu551ons with the NJDEP consistently reflected the necessity

- of a prompt disposition of the permit application in order to
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permit the timely release of pIOJeCt'contractors and the . -
“completion of the projects by the deadlines provided for in the
relevant project agreements described above (see attached)

EFI understands that consideration is now belng given to
- adopting new rules reguiring the utlllzatlon of SCR-in S
cogeneration projects to be constructed in New Jersey, and to

suspending the processing of air permit applications now .

‘pending before the NJDEP until. a determination on SCR has been

~made. The following section sets forth EFI's views on these
issues. : - , - :

o Sectlonbz ‘SCR ahould not be adopted by the NJDEP without
extensive further study and opportunlty for;publlc
part1c1patlon . , ‘

A.A Adoption of arn SCR standard at this time has riot beenf
demonstrated to be a JUStlflable need or advantage

EFI understands that the motlvatlon underlying the’
consideration by the NJDEP on the adoptlon of SCR with respect
“to NO, emissions is the coricern of the NJDEP that the state
of New ‘Jersey will be vusbhle to meet federally-mandated ozone
. pollution standards and therefore, will be subject to sanctions
- imposed by the United States Environmental Protection Agency
("EPA™) including *%*~ *--z cof federal highway funds, and that
the adoption of 5un was: ucip prevent the imposition of such
sanctlons to the extent the pozone levels w111 be reduced

Whether the EPA will con51der the imposition of sanctlonsv"
‘on New Jersey, vand what the NJDEP and NJDCED can do to avoid
"~ sanctions and to achieve compliance with federally-mandated air
pollutlon standards is sppropriately of concern to these
agencies. Whether the adoption of an SCR policy will achieve
.these ends is another question altogether. The relationship
~ between NO, emissions and ozone pollution is complex and not
well understood, so any NJDEP actions to reduce NO,, whether
by SCR or otherwise, to satisfy federal ozone pollution
requirements, may well be subject to challenge on such groungs.

" With respect to the issue of state compliance with federal
standards, it hés vci tC e conclusively established that SCR is
state of the art or the best available control technology :
("BACT") to reduce NO, emissions in New Jersey and. for the
NJDEP to impose an unproven technology on the cogeneration
industry would be both premzture and unjustifiable.

4x
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Further, given the magnitude of the .ozone pollution
problem and the lack of informed consensus with respect to 1ts .
causes and possible and - ‘practical solutions, there is
considerable speculation as to whether any sanctions or -
enforcement actlons are llkely to be forthcomlng from the EPA.

The NJDEP should clarlfy the reasons for which it is
‘moving at this time to adopt SCR technology. To ‘attempt to
‘adopt a pollcy with such adverse effects on the development of

~‘cogeneratlon in New Jersey without clear authority and

Justification would be 1ndefen51ble as a matter of good pollcy
and law. v v ,

B. The avallable data relating to the costs “and

dlsadvantages of SCR precludes adoptlon of an SCR standard at
: thls tlme

SCR remalns unproven as a techuology sultable for adoption
by the NJDEP for mandatory incorporation into New Jersey
cogeneration facilities. ‘The uncertainties surrounding SCR,
the benefits of its adoptlon, and its effect on cogeneratlon
plant- costs ‘and revenues are so substantial as to preclude the.
~adoption by the NJDEP of an informed and defensible SCR pOllCY
w1thout extensive further study

~ Much of the ‘available dats on SCR is derived from Japanese
and California operations experience. With respect to the
-Japanese data, there was testimony at' the January 22, 1987
hearing questioning the accuracy of the documentation. Data
derived from SCR utilization in both Japsn-and California may
" not be relevant to the New Jersey environment. A study needs
to be made to determlnevlf the technology transfer is -
"applicable to the size, intended load use (base load versus
load following) and fuel supply problems of the proposed New
. Jersey facilities. The extremely limited California data base
- indicates severe problems occur with SCR when burning liquid
fuel and when. operatlng off de51gn as 1is. requ1red for most
cogeneratlon plants

_ The effect on SCR of the extreme seasonal var1at10ns
_experienced in New Jersey. is prOJected to be significant,
largely because of the economic requirement for plants to
‘'Switch to oil-fired operation when. gas supplles are 1nterrupted
durlng extremely cold perlods L S

' Natural gas supply in New Jersey, although 51gn1t1cantly
1mproved over the situation of the early 1970s, is still
-, - basically an "interruptible" supply for industrial and
..cogeneration uses. Recent supply history and projections

R
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furnished to Energy Factors by Ellzabethtown Gas Company
relative to industrial or transportat1on services indicates -
that we must be prepared for 22-44 days of natural gas
~curtailment at the Schering projects depending on the severlty
of the winter. The alternate fuel for gas turbines is a
~#2-type fuel o0il. Elizabethtown Gas Company is proposing a
. firm service ctogeneration rate, which if approved, would be.
- available for roughly $4.00-$4.20 per million BTU versus the
- available interruptible gas currently in the $2 per million BTU
- price range for contract carriage users. ~Although additionsl
transmission pipeline projects may alleviate some of the
. curtailment concerns in the future, New Jersey 1ndustrla1 and
,fcogeneratlon users wlll still be primarily on an
‘“interruptible® service. Fuel/oil will necessarily be utlllzed
‘as a standby fuel in most mcjor cogeneratlon facilities.

, Addltlonally, the purchase prices paid for electricity by
California utilities to cogenerators under the available
standard options are sufficiently generous.as to allow the

o incorporation of SCR technology at an economically acceptable

‘cost, especially for the larger projects that characterlze
Callfornla ‘cogeneration act1v1ty :

Energy Factors does not currently have gas turbine powereo
plants. in operation with SCR, but is in the early stages of
development of plants that‘will require SCR. SCR wasS a Known

‘requirement going into these project and, although these
projects will have the relatlvely higher electricity purchase
rates mentioned above, EFI is concerned with the effect SCR

- will have on the economic viability of ‘these projects and the
ability to obtain attractlve flnanc1ng

C.. The adetlon of SCR w111 have a material adverse

~impact on the development of cogeneratlon in the state of New
Jersey _

‘Whether and to,what extent the adoption of SCR would
accomplish the narrow pollution control goals desired by its
proponents is uncertain. That it would have a significant
. adverse economic impact on the development of cogeneratlon for

a critical segment of the" 1ndustry in New Jersey 1s without
doubt-

The incorporation of SCR controls into a cogeneration
fac111ty involves increased capital costs for design,
eng;neerlng procurement ‘and construction. The management of g
plant with SCR involves significant increased direct operating
costs for catalyst purchaseé and disposal (spent SCR catalyst is

Pl e ———
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considered hazarﬂous) and additional system repalr and
maintenance. The facility also has increased indirect
operating costs from financing expenses attributable to the
increased capital costs and project risk and reduced operating
revenues arising from increased down-time for system repair and
maintenance and unreliability. SCR also imposes additional
back pressure on the gas turbine, which reduces facility power
output. These issues. are addressed in the State of the Art

- Review submitted with the Kenilworth application.

The increased costs attributable to SCR include not ‘only
the direct and indirect investment and cash flow costs cited
above, but also the transaction costs arising from the added
difficulty of attracting reasonable and economic project ,
financing for the facility. Were EFI or any other cogeneration
project developer or sponsor to bear the full cost of project =
construction and operation, the added costs and risks presented
by the incorporation of SCR would be integrated i#to the
project risk/return calculations by the party principally
responsible for achieving project success or failure, and a
decision to proceed or not would be made on that basis.

Most cogeneration projects are not self-financed, however,
but funded by the financial community, which is significantly
less inclined to assume a given degree of risk than the
developer/owner/entrepreneur. Consequently, the impact of
‘increased cost or risk on the financeability of a project is,
at the least, higher interest rates and more restrictive
f1nanc1ng condltlons, and, when the perceived risks or
uncertalntles become unacceptable, the project is not

- financeable.

The incorporation of SCR into a cogeneration project is -
viewed by the financing community with concern (see the Kidder
Peabody letter dated January 30, 1987, attached). -Adoption of
an SCR standard by the NJDEP will accordingly further limit the

- ability of the cogeneration industry to make its unique and
valuable contribution to the people and economy of New Jersey.

D. Slgnlflcantgpollgy issues remain to be resolved w1th
~Iespect to SCR . and cogeneratlon

The uncertainties relatlng to the formulation and adoption
of an informed SCR policy by the NJIDEP extend beyond the review
of available data to the development of relevant policy options .
"to be considered by the state agencies concerned with the
encouragement and regulation of cogeneration in New Jersey.

Numerous significant policy issues relating to 'SCR remains to
be resolved, 1nc1udlng the follow1ng

«7X
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Should SCR bevrequiied only for cogeneration facilities:’yy
-'of a glven size or greater (50 megawatts)°

- which can remain economic after incorporation of the
technology? - :

-- as determined on a case-by-case basis

-- @as determined on the basis of cost/benefit formula
{(cost/pound of NO, removal) w1th a fixed or
variable bench mark

* Are there other NOx sources that should be subject to
stricter emissions technology standards before imposing such
standards on the cogeneratlon industry--for example,
automobiles, as was done in California?

* To regquire the cogeneration industry, with its economic
environmental energy and social benefits, to solely bare the
burden of such an expensive technology, would be inconsistent
with the goals of New Jersey public policy.

E. The factual and pollcy uncertainties raised by
consideration of the SCR/cogeneration issues must be addressed
through a comprehensive agency rule- mcklng process involving
public participation ; :

Whether and on what terms an SCR policy may be adopted by
the state of New Jersey is of great conseguence to the
togeneration industry, and the extent to which develcpment and
state regulation encourages or hinders the-utilization of
cogeneration facilities in New Jersey will have significant
consequence for the construction, industrizl, energy and

'Aenvironmental sectors of the state of New Jersey.

Certa1n of these issues involve the resolution of complex
sotial, environmental and economic policy questions that
warrant interagency consideration. The interest of the NJDCED
in the development of cogeneration in New Jersey merits no less
~focus than the interest of the NJDEP in env1ronmental matters.

The jurlsd1ct10nal concerns of these state agenc1es ‘are
not the only interests affected by the resolution of these
issues, however. The aggregate time, effort and expenditure of
the staff of both agencies on these issues pales next to the
efforts and expenses to date of the cogeneration industry in
proceeding with the development of sorely needed generating

+EX



5 ENERGY FACTORS

Messrs Berkowitz and Blekicki
February 2, 1987 ’
Page 9

capacity for the state of New Jersey, and those numbers are
insignificant next to the committed projected expenditures for
these projects under development. For the largest of these
projects, the incorporation of SCR may be viable, but SCR
threatens the very existence of the mid- to small-sized
facility, including most facilities sized principally to serve
-a contiguous industrial steam and electrical load.

The potential impact of adoption of an SCR policy is to
destroy the economic viability of an entire market segment, the
sub-50 megawatt plant which exists principally to sell to an
industrial user, and sells excess to the utility largely as a
cost spreading device. The irony of this prospect is that it
is precisely this industrial user with the need for energy
sav1ngs which was the intended beneficiary of the passage of
PURPA in 1978. Those who would be ‘affected by the adoption of
an emissions control technology that proved to be noneconomic
for this strata of the market would include not only the
cogeneration developer and the construction industry, but the
industrial consumer who would have benefited from the energy

savings that would have been generated by construction of the
plant.

The presence of such a diverse array of public and private
policy interests to be reconciled, and the tremendous amount of
factual data and information to be developed, reviewed,
verified, assimilated and applied to reaching a decision
requires that a rule-making procedure be instituted that will
accommodate the affected parties and interests and provide &
process for working through the data assessment and policy

taking steps which will lead to an informed and justifiable
result.

The nature of the determination involved in this matter is
clearly a rule-making process within the meaning of the
Administrative Procedure Act of the State of New Jersey, N.J.
Rev. State. § 52:14B-1 et seg., and requires, at a minimum,
consideration consistent with the provisions of that statute.
Only after the affected parties have had adeguate facts and
opportunity for notice ‘and comment on the issues presented by
this inquiry, and the relevant state agencies have been able to
consider and make an informed determination on the evidence so

addressed, can a rule with respect to SCR and cogeneration be
effectively promulgated.

Section 3. An air permit should be issued promptly to
allow EFI to proceed with the development of the Schering
cogeneration projects in compliance with existing law

L IX
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A. Pursuant to the guidance and direction of the NJDEP,

EF] has satisfied all reguirements for an air permit, which

should be 1ssued expedltlously by the NJDEP

As set forth in greater deta11 in Sectlon 1, EFI and its
New Jersey environmental consultant, Env1rosphere/EBASCO* have
consulted at length with the NJDEP regarding permitting
requirements for the Schering cogeneration projects. Following
numerous meetings and telephone conversations with the NJDEP,
including the review and revision of relevant protocols, a -
final application for an air permit for the 25 megawatt (net)
Kenilworth project was submitted on December 3, 1986, and the
application for the 7 megawatt (net) Union project will be
submitted imminently. The Kenilworth application contains all
of the information requested or required by the NJDEP, and
shows that the proposed plant has been designed in compliance.

with existing rules and regulations regarding NO, air
emissions controls. ,

EFI hsas téken every possible step to cooperate and

~coordinate its actions with the NJDEP. 1In doing so it has

incurred significant expense in retaining expert consultants
and legal counsel to as<ist it in the preparation of its ‘
application. More sign:iicantly, EFI has suffered significant

‘delays in the progress of its development schedule as it has

sought to work with the NJDEP to obtain a permit to commence
construction. Ef: nuwv suns the risk of breaching contract
deadlines for the construction and operation of the Schering
projects, and for the ssle of electrical power and steam.
therefrom to Schering and to JCP&L. Further, the delays in
initiating construction render EFJI potentially liable for
increased construction costs and penalties, 211 of which will
have an adverse effect on project economics.

EFI recognizes the need,of’the‘NJDEP to review the permit
application prior to the issuance of the permit and remains
willing to assist the NJDEP in this regard in any way

possible. EFI has even offered to pay for the retention by the
- NJDEP of contractors to facilitate a prompt processing

procedure in the event that NJDEP Iesources are inadequate to
so serve the public interest, which fee-for-service approach
has been successfully implemented by California state

environmental asuthoiities faced with staff and budgetary
- limitations. Whatever other constraints may bear upon the

NJDEP, however, it must not suspend the prompt review and
processing of pending air permit applications submitted under
present rules and regulatlons while it undertakes its SCR
Iule-maklng effort. :

*and TSI/ESI
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'No valid interest of the state of New Jersey is served by
‘withholding an air permit for the Kenilworth project from EFI.
_Every day that passes without an air permit further jeopardizes
EFI's ability to proceed with the construction of a facility

that will add to the state tax base, provide construction jobs
for at least a year, and result in significant energy savings
for a valued member of New Jersey's industrial community.
Prompt issuance to EFI of an air permit for the XKenilworth is
in the best interests of the people and economy of New Jersey.
EFI's permit processing should not be placed on hold while the
NJDEP considers altering the law under which, with NJDEP's
~guidance and direction, EFI has prepared its appllcatlon, and
with which EFI is prepared to comply in the construction and
operation of its Kenilworth facility.

. B. EFI would be'substantially adversely affected by anyb
-requirement to incorporate SCR into the Kenilworth pIQJECt from
this point onward :

At the request of the NJDEP, EFI engaged in a detailed
analysis of the impact upon the Kenilworth project of the
incorporation of SCR as a NO, emissions control technoloagy.
This analysis, which was conducted pursuant to the prevailing
state of the art review ("SOAR") standards for pollution
control, is included in the Kenilworth air permit application
submitted to the NJDEP as Attachment C thereto, and indicates
that the annual cost per pound cf NO, removed would equal
$5.33, which significantly exceeds the stated gu1de11ne for
'economlc SCR operatlon of $2.00- $4.00.

The numbers used in the SOAR review section of the
Kenilworth air quality permit application reflect the estimated
NOx removal cost assuming system design, engineering and
procurement for SCR control from the beginning of project
development. In fact, were EFI now reguired to incorporate SCR
technology into the Kenilworth project, the cost would be

- substantially higher. EFI would be required to issue change
orders to its turnkey construction contractor for the redesign
and reengineering of the facility. This increased scope of

~work, together with the cost of attendant delay and resulting
nonrecoverable operating deficiencies, has been estimated to
result in an increase in the levelized annual ctosts of NOu
removal of approximately fifty percent.

EFI has no adequate contractual mechanism for the recovery
of increased costs relating to the incorporation of SCR- .
technology. While a coordinated intra-agency approach to the
problem could potentially result in an increase in the power
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purchase price paid by JCP&L (with a flow-through to the rate
- base approved by the New Jersey Board of Public Utilities)," no'
such regulatory mechanism exists to effect a comparable
~adjustment in the power purchase price paid by Scher1ng, which
constitutes the more significant portion (on a prlce per
kilowatt delivered ba51s) of EFI's revenue stream.  (EFI's
Schering projects are designed to first provide for Schering's
total electrical and thermal needs and to then sell the S
remaining electrical output to JCPL. Approximately 40 percent
~of the Kenilworth electrical output goes to Schering and over
50 percent of the Union electrical output goes to Schering.)

Finally, the current uncertainties regarding SCR are
- multiplied manyfold when projected into the future. Whether
equipment suppllers, supplies of catalyst, and spare and
‘replacement control mechanism parts will be available and what
- they will cost is, given the lack of a well- -established SCR
- industry, a matter of conjecture Available data does not in
any case provide a reliable base from whick to derlve credlble
capital and operatlng cost pro:ectlons

The flnan01a1 communlty w111 not only be frlghtened of the
.hlgh costs, but of the very uncertainty of predicting these
costs. It is doubtful many currently mature and developing

fpro;ects w111 proceed if subject to future addltlon of SCR.

EFI, Wthh ‘has done ‘everything within’ 1ts power to comply
with the requirements of existing law in des1gn1ng a $30.-
million cogeneration fac111ty for the Schering/Kenilworth
project, and has invested in excess of two years of effort and
$1 million in development costs to date, should not now be
forced to abandon this progect because of a proposed change by -

the NJDEP of the air em1551ons rules now in effect in New
' Jersey. -

If you need further assistance 1n th1s matter, please
:contact me. . : :

truly yours.

/

Robert J¢ Kostal
Bu51ness,Development Manager .

1 3072D/1f
- Enclosures

sF2X



Date
10/85

09/11/86
110/03/86

10/13/86

10/14/86

©10/30/86
11/06/86
12/03/86

12/86 - 01/87

04651
01/30/87

* EF KENILWORTH INC. COGENERATION PROJECT
CHRONOLOGY OF ACTIVITIES WITH NJDEP

Activity

~Telephone conversations between Env1rosphere and"
" various NJDEP staff members concerning air
quality permit requirements for this project

Description of project, including approach for

-~ air quality evaluation and modeling protocol

transmitted to NJDEP to Tom Micai (cover letter &

-attached)

Meeting at NJDEP office.{n Trenton to discuss‘ :
project description submitted 09/11/86. - Summary .
of meeting djscuss1on items sent to Tom Micai

10/14/86

) Pre11m1hary air quality modeling results

submitted to NJDEP for rev1ew--cav1ty mode]1ng

"(cover 1etter attached)

| a Minutes of meeting of 10/03/86 submltted to.

NJDEP (copy attached)

 Pre11m1nary air quality mode11ng resuits

submitted to NJDEP for rev1ew--downwash modeling

Ccover letter attached)

NIDEP comments on»mode1ing‘pfotedures/resu1t$

received in phone conversation (summarized in

~memo of 11/10/86 from Fred Pope (Envirosphere)
~to Ken Kinkela (Ebasco) (copy attached)

Air permit application and shbporting‘

"5information including modeling and SOAR »
~transmitted to NJDEP (cover letter attached)

Various telephone conversations with Tom Mita1'

~and John Davis, summarized in letter of 01/12/87»

from Fred Pope (Evirosphere) to John Koerber
(EFI) (copy attached)
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EF KENILWORTH INC. COGENERATION PROJECT
- CHRONOLOGY OF CONTRACTS AND PERMITS

Date

o Activity |
f 12/10/85va o - Sign Enefny;servfces Agreement with Stheringnn
12710185 . . © Sign Site Lease with Schering
- 05/20/86 | o ~ Sign Power Purchase Agreement with JCPL
»v'06/20157‘ R Initiate Interconnect study with PSE&G
| 07129186_ ,' ~ sign Turnkey Contract with Ebasco |
Cazowss . mir Quality Permit submitted to NIDEP*
12/04/86 - ‘Ken11worth zoning approval obtained
"_‘02/87 i - . ek Antic1pate signing of Wheeling and Grid
, e Interconnect Agreement w1th PSE&G v
L 03/87 e . S | Ant1c1pate sxgn1ng of Fuel Purchase Agreement(s)

w1th fue1 supp]1er(s)

*See Chrono}ogy of Activities with NIDEP

08551
01/30/87
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2300 M Street, N\W.

NAESCO o | | - - Washington, D.C. 20037
| ' RN - 202/95&9795

Februa:y 5, 1987

Mr. Jorge Berkowitz : :

Director, Division of Environmental
Quality

New Jersey Department of Env1ronmental
Protection ,

401 East State Street

2nd Floor ,

Trenton, New Jersey 08625

Mr. Henry T. Blekicki
~ Assistant Commissioner
New Jersey Depar#ment of Commerce
and Economic Development
101 Commerce Street
Newark, New Jersey 07102

Dear Sirs:

- The National Association of Energy Service Companies
(NAESCO) wishes to comment on the New Jersey Department of :
Environmental Protection's (NJDEP) consideration of the use of
selective catalytic reduction (SCR) technology to reduce nitrogen
oxide (NOx) emissions from cogeneration facilities in New Jersey.
These comments are issued pursuant to the January 12, 1987
announcement by the Director of the Division of Environmental
‘Quality of NJDEP and the New Jersey Department of Commerce and
"Economic Development (NJDCED), calling for an informational

_meeting on January 22, 13987.

Based on the outcome of that meeting, NAESTO wishes to
provide comments to assist NJDEP and NJDCED in their
consideration of SCR use in cogeneration facilities.

NAESCO is a District of Columbia nonprofit trade association
with more than 110 members nationwide involved in all aspects of
the energy service industry. NAESCO's members include energy
service companies, contractors, energy management companies,
financial institutions, utilities, insurance companies, federal,
state and local officials, and others involved in the provision
of cogeneration, alternative energy, and energy efficiency ‘
equipment and services. A list of NAESCO's members and Board of

. Directors is attached. NAESCO represents its members in matters
relating to the development, owne*shlp, constructlon, flnaﬁc1nc
and management of energy services projects.

NATICNAL ASSCCIATICN CF ENERGY SERVICE CCMPANIES
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In summary, NAESCO belleves +that whlle NJDEP s overall goal
of seeking to control NOx emissions is sound, there are numerous:
uncertainties surrounding the use of SCR in cogeneratlon
facilities. These uncertainties are sufficient to require
- further investigation and public review and comment before an
official policy on the use of SCR in cogeneration facilities can
be adopted by NJDEP. However, the need for further 1nvestlgat10n-
‘and review of SCR policy should not delay the progress of

cogeneration’ pro;ects currently 1n operatlon and development 1n
New Jersey. : : ,

NAESCO believes that NOx control pollc1es ‘should be
developed on a comprehensive basis. All point and non-point
sources should be viewed a consistent context; the relative
‘contribution to total NOx emissions of each source category
should be examined in relation to the proven technical ,
feasibility of control strategies, the cost per unit of emlSSlOﬂy,'
reduction, and the other benefits derived from each source
category.  In such a context NAESCO believes that cogeneratlon
facilities would not b=z a high priority source category for NOx
emission reductions... The benefits created by cogeneration
facilities in terms of increased energy efficiency, reduced
energy costs, and contributions to the financial health of :
industrial and institu:ional facilities must be given full weight
‘in evaluatlng NOx em1551cn control optlon.

If after such = +n~r~n~h and balanced evaluatlon proces= it
is determined L“_-”ooh,.eldelon facilities must bear part of the
responsibility for recuc1ng NO%X emissions, NAESCO and its members
will actively comply with such a policy, prov1d1ng it is
promulgated andé enfcrced in a fair and rational manner. However,
at this juncture it is unreasonable to delay and possibly destroy
cogeneration projects currently in operatlon and develcpment in
New Jersey on the basis of NJDEP's NOx emissions control policy
development and evaluation process in its present state. NAESCO
urges NJDEP and NJDCED to proceed with the permlttlng of
- .cogeneration prOJects currently under development in New Jersev,
--as their clear energy, economic and social benefits outweigh the
unclear benefits and slganlcant (and potentially prohibitive)
costs of current SCR NOXx control technology.

Disabling the development of cogeneration facilities would
send a negative mece=7e +o New Jersey's larger energy users
VCogeneratlon has developed in New Jersey because its electrlc
rates are among the highest in the mnation. "According to a 1984
survey of industrial electric rates, New Jersey ranked fifth
‘among the states (based on Public Service Electric and Gas
rates). Industrial users have sought relief from these high
prices through increased energy efficiency.and cogeneratlon. If
cogeneration were to beccme. econom-callv unfeasible due tc NCx

seX
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control technology requlrements, the state's economy could suffer
significantly, through reduced production, plant closings or
plant relocation. This impact should be weighed very carefully -
before 1mp051ng a major new cost burden on cogeneration
~facilities in the form of SCR controls for NOx emissions.

- reduction.

‘ NAESCO is grateful for the opportunity to comment on this
important issue, and would be happy to provide additional
information should NJDEP or NJDCED deem it worthwhile.
ResoectfullY’submitted

,Natlonal Association Energy.
Serv1ce Companles

By:

Anita S. Duckor, President



o Cogeneratlon Coamion of America, Inc.

2 Lafayette Centre , : :
1133 21st Street, D

'Wasﬁington?.o.c.z'ooas. S o
Phone (202) 887-5200 Freq: Miug ”"M/.
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WRITTEN COMMENTS OF THE
 COGENERATION COALITION OF AMERICZ, INC.
~ ON
SELECTIVE CATALYTIC REDUCTION (SCR)
'AS BEST AVAILABLE CONTROL TECHNOLOGY (BACT)
~ FOR COGENERATION FACILITIES IN NEW JERSEY
BEFORE‘THE
NEW JERSEY DEPARTMENT OF EhVIRONMENTA* PROTECTION (DEP)

February 2, 1987

The Cogeneratlon Coalltlon of America, Inc. (COalltan)
- respectfully submits these written comments to assist the DEP
~evaluation of the proprlety of SCR technology as BACT for
‘cogeneration facilities in New Jersey. These written comments
are intended to supplement the comments developed in the
~informal workshop on this matter related to SCR control tech-
nology and cogeneration facilities jointly conducted by the DEP
~and the Department of Commerce anc Economic Development (DCED) .
‘on January 22, 1987. ' S

Statement of Interest

The Coalltlon is a nondpro it organlzatlon comprlsed o:
industrial users, gas utilities, eguipment manufacturers,
project developers and engineering and design firms which -

. support the development of cogeneration and small power produc-

‘tion resources nationwide. Since 1980, the Coalition has
worked to support the removal of unnecessarily restrictive:
federal and state regulatory barriers to cogeneration and small
~ power production development. The Coalition has also estab-
lished relationships with other associations and groups
supporting full development of natlonal cogeneratlon and small
power productlon potentlal

Our members currently develop or operate cogeneration and
small power production projects in many states, including New
Jersey. The Coalition also appeared at recent hearings and
filed written testimony in September, 1985 before the New

PrZan
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: Jersev Department of Eneroy on the State Energy Plan,’ ‘and - just  ;-5ﬂ"
- filed written testlmony before the New Jersey Senate Energy and

_Environment Committee. in January, 1987 on electr1c1ty reform'
'leglslatlon.» ‘ e ‘ . .

Coalltlon Opposes SCR Requlrements for'
Env1ronmenta1 Permits

The Coalition expresses its strong opp051t10n to imposi-
“tion of SCR as BACT for NO_ emissions from planned cogeneration
facilities in New Jersey While many parties have commented on
. technical and economic considerations at the - 1nformal workshop, -
the Coalition 1ﬁ’these comments maintains that the imposition

. of SCR would be wrong @s a matter of law. 1In this process, we
: *ully endorse the testimony o‘vmany of these parties hlthlght-
~ing the technical and economic inadequacies of SCR as BACT.
Even the Environmental Protection Agency (EPA) would net :
endorse the technical or economic operatlng attributes of SCP
nor are we aware that the EPA Region II, or any other EPA
region, has formally endorsed and characterlzed SCR as BACT for =
cogeneratlon fac111t1es. : ’

This: DVP Proposal Contraveneq a .
State HlStOIV of Reculatory Flex1b111tv

The D’P support for SCR. contravenes a state hlStOIV of -
flex1b111ty and regulatory prudency in the implementation of
air guality ‘standards. For instance, New Jersey allows appll-

cation of the bubblina concept and emissions offsets as indi-.
cated in its definition of banking, N.J.A.C. 7:27-8.1. The
- State provides for inclusion of a fee amount in. apprlcatlons
-for a bubble permit, N.J.A.C. 7:27-8.6, and has falrly detailed
gu;dellnes for measuring emissions o‘fsets, N.,J.A.C, 7:27-18.1,
. seqg. ‘While reducing or offsetting the level of emissions
1s not dispositive as a matter of law for the choice of a
~pollution control technologv, the flexibility and: restraint
‘shown in these other areas should also be reflected in this
'BACT determination process. New Jersey's regulations for.
 permits and certificates set forth use of control technolocv _
~that "incorporates advances in the art of air pollution controcl
-developed for the kind and amount of air contaminant entitled -
by the applicant's eguipment," N,J.,A.C. 7:27-8.5(b). But there
is no body of evidence supporting such a determlnatlon for SCR
in this 1nstance, ‘nor does the weight of the ev1dence presented‘
on January 2 - 1987 support such a Flndlng.~ o

, Moreover, as a delegated state, ‘the DEP acts as an aoent
for the EPA, 40 C.F.R. 360.4 (1985). Since EPA has never o
- .ruled, nOIfSupports; SCR as BACT in Region II, or nationwide,

rla



the DEP should be bound by that EPA p051t10n and permit other

.control strategles and technologles of proven record for NO
vfem1551ons‘. .

DEP Has Falled to Satlsfy Statutory
Tests for BACT Determlnatlon

L The term ”best avallable control technology" is deflned 1n
the Clean Air Act, 42 u. s C.A. 57479(3) (1985), as:

< ee an emission 11m1tat10n based on the.
maximum degree of reduction of each pollutant
subject to regulation under this chapter

. emitted from or which results from any major

”genlttlng facility, which the permitting
~authority, on a case-by-case basis, taking

. into account energy, environmental, and

: eConomic:impacts'and other costs, determ*nes
‘is available for such facility through appli-

- cation of production processes and available
methods, systems, .and techniques, including
fuel cleanlng or treatment or innovative fuel
combustion- technlques for control of each such
pollutant Ve e :

The DEP has falled to prcv1de any formal notice of permlt
actions related hereto and an approyrlate perlod for public

" comment and the development of responsive ‘testimony, 40 C.F.R.

§124.10 (1985). Instead, absent this informal workshop which
was independently . -sought by the DCED, the DEP Staff has in-
formally sought the appllcatlon of SCR technology on cogene-.
"xation fac1lltles within the State. - Absent adherence to these

procedural reguirements. to preserve ‘due process and malntenance S

of the statutory requlrements, how has the DEP conducted.
proper case- by-Case review? = Where are the DEP. evaluatﬁons,_

- analysis-and assessments taklng ‘into account. energy impacts, -
and the requirements of the State: Energy Plan? Environmental
“--impacts?. Economic. 1mpacts° Other cost impacts? What analysis
~and assessments has DEP conducted on productlon processes and -
methods, systems and technlques for pOllutlon control°

The answer appears s¢mply none, " and in the process the DEP_

1has v1o’ated the federal and state requlrements under the Act,
.and the EPA's own guidance on BACT, which is clearly not SCR.

" If the BACT Clearlnghouse itself verifies that the DEP has not

'proposed the same technology &s EPA has acceptec on prior
 permits, a formal opinion should be solicited from EPA Region
~II before any further action is undertaken, if DEP plans to

- proceed further with SCR.- As a delegated state the DEP should

CGox



follow EPA'Ss guldance, ‘which should prov1de technlcal advice as
authorized by EPA regulatmns, 40 C.F.R. §80.6 (1985). ‘

Complex1ty of Issues Demands Formal Hearlng
Process if SCR 1Is Approved

“The record developed at the informal workshop conflrms thev
,complex1ty of these issues associated with an SCR BACT deter-
mination. - If EPA Region II fails to reject SCR as BACT, a more

formalized hearlrg process is requlred tc explore ‘such 1ssues
as:

(1) The Japanese and Callfornla data base -- 1s 1t
: relevant and. meanlngful to New Jersey’>

(2) 1s there a nexus between NO emissions and ozone -
concerns? P '

(3) Are there p0551ble EPA alternatives to ozone stan-'
. dards?

(4)h What are the llmltatlons on SCR technology with
‘ _‘@dlstlllate oil. used as alternative fuel capabllltv°

(5) What,are the effectS'of load followlng through
'~ turndown and duct firing? ce

{6). What aresthe cost 1mpacts of SCR and project eco-
- nomics based upon variant avoided cost rates° .

(7). Rlll SCR preclude the ablllt} to structure ultlmate
flnanc1ng of projects?

ThefCoalition'also understands that some interested
~parties have discussed the propriety of a
‘imposition of a potentlal SCR reguirement. oalition
maintains there is no record evidence con51stent ‘with the
- statute or the regulatlons justifying SCR requirements for .
' cogeneration facilities in excess of a certain size threshold.
"Such a finding would be arbitrary, capricious and not supported
by any evidence before fﬁe—ﬁiP. If SCR cannot meet the rele-
vant statutory tests, it is inappropriate and not regquired for
any cogeneration:facility no matter what the size within the
State. Ignoring these requirements of the statutor} andg -
regulatory scheme is not acceptable and Tot supportable as a
matter of law or pollcy w1th1n the State.

Finally, the DEP must maintain a prospettiVe-orientation
if it does decide to proceed with an SCR determination as BACT,
even in the face of these written comments and the lack of any

ek



ev1dence to support such a determlnatlon. Any proyect
currently on file with a DEP permit appllcatlon must be grand-
fathered from any change in law or policy on SCR. Such a -

. prospective orientation is only fair as a matter of law,
~equity, and policy and should be developed on the basis of a
cutoff date determined as of the date the DEP prov1des formal

notice and solicits written comments w1th1n the mean;ng of 40
C F.R. §124.10.

Respectfully submltted

Michael |

11mmeri
Pre51dent

MJZ1/14
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Henry T. Blekicki

Assistant Commissioner

STATE OF NEW JERSEY

‘DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT
D1v151on of Economic Planning and Conversation
101 Commerce Street

Newark NJ 07102-5102

- Dear Mr. Blekicki‘*

'~ Energy Factors, Incorporated ("EFI"), a Ca11forn1a corporatlon

‘engaged in the business of developlng, owning and operating
‘alternative energy production facilities throughout the United
States, currently has two cogeneration projects in‘an advanced~"
stage of development in New Jersey.EF Union, Inc. ("EFUI"),

wholly-owned- sub51d1ary of EFI, ‘is developlng a 7 megawatt fac111ty»~'
--.at the site of the ‘Schering Corporation plant in Union, New Jersey,,»3tﬁf
- and EF Kenilworth, Inc. ("EFI "), also a wholly-owned sub51d1ary of,ﬁf

- EFI, 1is developing a 25 megawatt net facility at the site of the
N Schering Corporation plant in Kenilworth, New Jersey. EFI has‘
~maintained an office in Iselin, New Jersey sirnce early in 1986 to
develop these and other East Coast projects. A construction.
contract has been signed with EBASCO Constructors, Inc. for the
Kenilworth pro;ect and W1th TurboSystems, Inc. for the Union
: progect ' ‘

'To,date, EFI and its—subsidiaric:»have expended in excess of $1
~million in the development of the Kenilworth and Union projects in
- New Jersey, and are committed to the expenditure of at least $40°
~million in the completion of these two facilities. ' The Kenllworth
~plant is projected to begin serving Schering and providing : .
~electricity sales to Jersey Central Power & Light Company ("JCP&L")
by July, 1988, and the Unlon plant 1s anticipated to be on-line by.

- December, 1987. , .

The eritical path item fac1ng each of these prOJects is the air
permitting process, which is administered by the New Jersey _
Department of Environmental Protection ("NJDEP"). Flnanc1ng of the
projects and the beglnnlng of on-site construction 1s dependent
1upon the issuance of air permlts for each fac111ty

120 Wood Avenue South, Suite 30D, Iselin, New Jersey 08830 Telephone (201) 806-1000 Teiecopier (201) 321-6562 Telex 136-545-LA
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" EFKI submltted its appllcatlon for an air permlt to the NJDEP on“
- December 3, 1986. This application reflected the result of. months
~of earlier meetings and discussions between the NJDEP, EFKI and
'Env1rosphere/EBASCO EFKI‘s env1ronmental consultant
- subcontractors. From the beginning of EFKI's plannlng for the
Kenilworth facility, project design and engineering and project :
economics were based upon compliance with existing ~law. EF Union,
prepared to submit its permit. appllcatlon thls week and awaits the ’
- outcome  of thls WOIkShOp

'EFI underqtands that con51derat1on is ‘now belng glven at the NJDEP-
to- changlng the existing rules to requ1re the utilization' of

- selective catalytlc reduction (*SCR") ‘in cogeneration pr03ects to

- be constructed in New Jersey, ‘and to suspending processing of a1r
‘permit applications now pending before the NJDEP until a ‘

: ;determlnatlon on SCR has been made. EFI wishes to set forth in

brief its views on this proposed change and its potent1a1 1mpact on
;the Kenllworth ang . Unlon pr03ects

1. "EFI belleves that any dec151on by the NJDEP to requ1re SCR

- for cogeneration facilities warrants further study by
NJDEP &nd participation by affected members of the public -
through notice and comment or formal hearing proceedings.
.Criteria should be clearly established as to when SCR -
technology is to be: requ1red if at all

" The applxcatlon of SCR technology to cogeneration'plants
. in the United States is in its infancy. There continues
 to be a significant amount of ‘uncertainty regarding the
~efficacy and long-term reliability of this technology -~
"under the variety of applications to which it may be
subject. As an example, the effectiveness of the -
~.catalyst used in the SCR process appears to deteriorate
Iapldly when 011 is burned for an average of 30-60 days
Per year. . Operatlon and Maintenance costs for SCR are -
uncertain, but are certainly higher by a 51gn1f1cant
~amount. The additional annualized cost at
Schering-Kenilworth is estimated at over $1.2
mllllon/year. : ' - 1

feX
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The perceived uncertainties regarding SCR technology has
generated concerns within the financial community to which
many project developers must turn in order to fund }
construction of their projects. These concerns, which’

~relate primarily to the effect of SCR on project .
performance and on-line rellablllty, will impalr the

development of cogeneration in New Jersey if lenders are
unwilling to finance projects for which SCR is i1equired.

- Only a fraction of those cogeneration projects currently
under development can bear the cost of SCR.

: ,Whatever the outcome of 'a Ieasoned and 1nformed rulemaklng

regarding the ‘adoption of an SCR standard, ‘the appllcatlon‘

- of the resulting rule should be prospectlve, and should -
- not affect or delay projects under development for which

applications have already been submitted to the NJDEP or

for which significant expendltures have already been
vlncurred :

" Had the KenilWorth ~project been designed for SCR from the
beginning, it is estlmated that approximately $1.2 mllllonu,.

would have ‘been added to the project cost, an increase
which would severely adversely impact the pro:ect s

economics.  Were the project requ1red at this time to

include SCR, however, the add-on -cost will be 1ncrecsed

- by over 50% to nearly $1.9 million, because of the problem‘

of redesign and retro-fitting to existing plans and
procurement arrangements. The Project will almost
certainly not‘proceed should SCR be mandatted!

epThe delays which w111 result from the suspension of prowpt-

proce551ng of pending applications, or from a

’»determlnatlon which would require the redesign and

re-engineering of the projects to 1ncorporate SCR

“technology, will also result in not meeting contract
- deadline dates for project construction and operation

which were negotlated based on'existing law and permit:
application processing lead-time progect10n<

oés?kt,b
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 Should the NJDEP‘determine“that SCR technology is-

appropriate forvcogeneration projects in New Jersey, that
determination should apply prospectively, and not to B
pr03ects already in the permlttlng stage. EFI has dealt

~in good faith with the NJDEP, has expended 51gn1f1cant .
sums on the design and engineering of these projects in

reliance upon the ex1st1ng law with- respect to
environmental controls and the resulting project
economics, has submitted an application for an air permlt

dto the NJDEP and awaltsva prompt and favorable response.

For the NJDEP to suspend tlmely’conslderatlon of permit
applications ‘already submitted or to impose new and more.

'strlngent requirements of uncertain- valldlty upon EFI

would most certalnly be unjust.

."EFI has devoted substant1a1 resources to the development
" of the Kenilworth and Union cogeneratlon projects in New
Jersey. These projects hold the prospect of great

benefits for the people of New Jersey and its economy,
benefits which will be lost in the event that the actions
of the NJDEP rerder these progects uneconomlc.

Whether it 1s in the interest of the state to require tnat

- SCR technology be: Jncorporated into projects which may be
developed in the future remains to be determined. It does

not, however, seem in the interest of New Jersey to lose
existing projects under development which offer

- substantial tangible benefits to its citizens.

EFI appreciates the opportunity to submit these comments.
Sincerely,

‘ Robert J. Kostal B :
Nancoer - Bu51ness Development

RJK/dlc
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DATE: JANUARY 21, 1987
RE:  N] DCED/DEP SCR MEETING COMMENTS

Thank you for inviting Energy Factors to be a part of this meeting. For those
of you who are not familiar with us, Energy Factors is a developer and owner
of cogeneration and small power generation units throughout the U.S. We ,.
currently have 75 MW of capac1ty on hne and over 300 ‘MW under development. ;

. Two of the facilities ‘under development are in New Jersey with Schermg Plough
as the host company. These facilities are a 25 MW GE LM2500 turbine in
-.Kemlworth and a 7 MW fac1hty in Union usmg two Allison 501 KBS turbmes

‘Energy Factors applauds the joint efforts by the Departmen‘s of Env1ronmenta1
- Protection and Commerce and Economic - Development in having this meeting to
help establish reasonable regulatory procedures for cogeneration pro;ects
These procedures will hopefully allow cogeneration benefits to support New
Jersey's continued economic growth while contmumg the env1ronmenta1 '
, 1mprovements we all seek and enjoy.

We welcome the opportumty to address the issues and have prepared a wrltten
statement for your review. We must say that there has been very little time
between notification and this meeting, and your announcement referenced

- complex questions that are not quickly or easily answered. We are anxious to

. support our position and as we develop new information and thoughts through the

use of our inhouse and outside expertise, we will supplement this submittal.

1 would like to offer our commerits on several of the key issues:

The flrst step in brmgmg one of our pro:;ects from conception to realization is

the negotiation, usually simultaneously, of the key prOJect contracts. - These
mclude '

1. Energy Services Agreement between developer a.nd host.
2. Power Sales Agreement between developer and utility purchasmg
. excess power.
3. Wheeling Agreement between developer and transmission ut111ty
4. Engineering, Procurement and Constructwn agreement between:
developer and turnkey contractor.

" These contracts turn out to be a dehcate economic balance, all based on the
anticipated siting and regulatory requirements. - Change these requirements after
these contracts are established and the careful interwoven relationship of the
contracts is destroyed, and very often the project as well. It becomes an
kunactractlve investment for the developer and therefore the host

120 Wboﬁ Avonue South, Suite 300 Iselin, New Jersey 08830 Telephone (201) 06-1000 Telecopier (201) 321-5562 Yelex 136 545.LA
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' How does addition of SCR affect t}ns process"

1. Capital cost - a s1gmf1cant increase in. the EPC contract
2 Mamtenance ' .

a.»  Catalyst replacement - a significant new operating cost

SR ‘directly reducmg the developer/operator ant1c1_pated revenue
stream. - '

b. = Down time - effect not clear because ofv'lack of SCRblong

term operating experience - expected to 1ncrease downnme
~also lowermg revenue stream.

3. Percepnon of r1sk ~ a new worry to the fmancxal investors.

- The capital cost and expected catalyst replacement cost can be factored into the
~_projected economics to see if the project is still attractive based on the rates
negotiated in the Energy Service and Power Sales Agreement. Most smaller

'progects negonated under current buy back rates will fail at thls pomt

However, assume for a momen* the ‘rates wﬂl support the capital cost and

- expected catalyst replacement cost. - What new risks occur when the financial
commumty looks at the pro:gect" o :

To finance a pro;ecx, Uie 11 cE10TS 1ook to long. term proven technology and the

carefully balanced contracts. * These insure the progect will survive until the
debt is repald

Even if the pro]ect economice can absorb the cost of SCR, doubts arise over
- unanticipated downtime, more frequent than expected catalyst replacement, and
- the unproven long term operation of the system. ' This may prevent financing.
Sumlarﬂy, a position of perhaps requu‘mg SCR at some future date destroys
the predlctablhty of the debt serv1ce, gam stoppmg the proJect.

What of the early N] pro3ects ‘that mcluded SCR? These ‘projects have 'buy bac}\
_ rates far in excess of the currently available rates and can more easily

support SCR costs. Adchnonally, they are of a size requiring a PSD, and they’

opted for SCR to shorten the permitting process, thereby speeding up the1r

-revenue stream. - Newer and smaller projects wh1ch do not requlre PSD's do not
* have the same mcennves. : :

In the short term, cogeneratlon is dlsplacmg alterna*te generanon from older, o
- more polluting generating facilities. In the long run, cogeneration offsets the
need for"‘fgrge coal generating stations in New Jersey or nelghborlna states, a_nd
_thereby offsets the env1ronmental impacts from these plams

68X
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The rates for which cogeneratoré can sell their power are a reflection of
available capacity and fuel charges. The high costs of SCR are not reflected in

those rates. If a utility were required to add SCR, the public benefit would be v

paid for by increased rates thru an addition to the rate base. There are
inequities here that need addressing. o

Does the State benefit from cogeneration? The host companies enjoy lower
electicity and thermal costs allowing them to be more competitive and
successful. 1If SCR denies one of our corporate customers the use of

cogeneration, we make his survival more difficult and his relocation more
likely. '

These are a few of the key 1ssues. We believe this subject needs careful
‘review and further study. We are willing to contribute to that effort so that
reasonable procedures can be developed. We feel the risk to smaller projects
is great and SCR should not be quickly or rashly established as our

requirement. In the meantime, we believe committed projects should be allowed -

and encouraged to proceed under the regulatory environment current at the time
of thelr commitment.

/if
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SUMMARY OF TESTIMOYY REGAEDING COSTS AXD ENVIROKNEYTAL _
BENErITS OF - SCR. DETERMIKLD FOR FOUR COGELERATIOR PROJECTS

Over the pést several months Envirosphere has been actively,involved.in'fhe air

quality permitting of four (4) gas turbine cogeneration facilities in New Jersey.
These facilities range in size from 25 to 97 MW and include. the follow:ng types

nof turblnes'

‘Brown Bover1 Type 8

‘General Electric IM 2500
‘General Electric IM 5000
General Electricvfréme 6

‘o o0 O

- As part of these permlttlng efforts we have prepared air permit appllcatlons
_‘whlch included a State-of-the-Art Review (SOAR) for the control of NO ), emissions
-and a demonstration of compliance with ambient air quality standards. - The SOAR

examined the-cost and feasibility/realiability of technologies'capéble of achieving

. NOx emission rates of 42 ppm (water/stezm injection) and 21 and 9 ppm (selective:

catalytic reduction (SCR)). The SOAR preparation alsp involved contact with air
pollution control agencies in New York, Pennsylvania, Connecticut, Rhode Island
and Massachusetts to determine the levels of NO; emission considered Best

. Available Control Technology (BACT) in these states.. Envirosphere also performed
: demonstrations of compliance of the facilities with Ambient Adir Quallty Standards

based upen atrospherlc dlsperclon mode¢1no 2nd zn 1nvest1gatlon of em1551ons cf
other nearbv SOLICcs. ‘

The ranges of Nox,emissions'forpthe four facilities using- the various types of

control equipment investigated are shown below along with NO; emissions of vehicula:

-and major peoint- sources in the countiées contzining the proposed sites, which 1=

p*esented for COupclctlv purpose

‘Renge o* KO Tnissions Tor
- Four. f¢ itdes Inveetlguteo

S , , ‘ . ; ~ NOx Emission. Rate
-Gontrol Method - . N @R *

Tons per vyear¥*
Steam/w ter Ingectlop T ‘pi g 42 160 - 700
Selective Catalytic Reduction . .21 56 - 230 X
~ Selective Catalytic Reduction o 5 35 = 140
County Wide Emissions (1) .~ = . o - 43,000 "= 355,000

‘The expected annual émiSsions;from these facilties are relatively small when

compared to major utility/industrial sources, but are clearly insignificant

. when compared to area wide NO emissions in each of the counties in which they

would be located

| ‘_,'7p'X“_»



The annualized costs of SCR systems capable of achieving the emission Tates shown

- ranged from $1.1 to 3.5 million to reduce emissions from 42 to roughly 21 PPT,

and an additional $0.36 to 1.2 million to reduce emissions from 21 Ppm to

~roughly 9 ppm. (Annualized costs include annualized capital costs plus annual

operating a2nd maintenance costs plus penalties due to loss of availability

“and power).

Our analysis of these four (4) facilities also 1nc1uded atmospherlc dispersion
modeling. The results of these studies are summarlzed below.

Range of Maximum

- Predicted Nltrogen Dioxide Impacts

‘ , . Emission Rate Predicted Maximum
Control Method : : s ‘ (ppm)* Impact (u/gm3)*
- Steam/Water Injection : ‘ 42 0.5 - 6.0
Selective Catalytic Reduction 21 0.2 - 2.1
Selective Catzlytic Reduction : 9 0.1 - 1.3

These predicted meximurm 1mpacts are only a small fraction of tne National Ambient

Air Quality Standard (NAAQS) for nitrogen dioxide of 100 u°/m Further, they are

in many cases only a fraction of the EPA defined "51gn1f1cance level” of 1 ug/m3. "
(Concentratlonc below this value are considered to have an insignificant impact).

~ In addition, the predicted impzcts shown above were calculated at one or at most a

few, closely spaced pOiutS in & receptor grid. The majority of the areas surround--
ing these fzcilities were predicted to have meacts far below these values.

vBy snnvle Sthractlon the reductions in maximum 1mpacts accomplished by addlng

SCR to the fac111t1es are as foWloms

- .o use of SCR to reduce ezissions from 42 to approximately
21 ppz = 0.3-4 ug/c?
o use of SCK to reduce exissions from 21 to approximately
9 ppm - 0.1 - 0.8 ug/m3

It is clear from .the above that the use of SCR cn the four projects we have permittec
will result in a negligible reduction in ambient nitrogen dioxide impacts. . It ‘
should also be noted that these reductions are associated with changes to maximum
1mpacts in a very small area. Changes to the much smaller impacts predicted for the
majority of the areas surroundlng these facilities would ‘be considerably smaller.

if the annualized costs associated with this equipment are normalized to ‘a dollaIS’per
microgram per cubic meter basis we find that the annualized costs of SCR for these
projects has ranged from $0.8 to 11.9 million per microgram to go from 42 to 21 ppm
of NOx emission and an additional $1.2 to 11.8 million per microgram to go from

2] ppm to 9 -ppm. These costs are clearly excessive by any standard.

As part of our research into this subject we have contacted air pollutlon agencles in
New York, Pennsylvania, Connecticut, Rhode Island and Massachusetts. The individuzls
who we spoke to at these agencies stated ‘that none of them had current plans tc
require SCR as Best Available Control Technology on gas turbine facilities. Based
on the environmentzl and cost data we have developed we feel that the NJDEP should
also proceed more cautiously before adopting SCR for RO, control on gas turbines.:

(1) KJ State Implementation Plan (1981)
* " These values are approximate (PPM) or have been subject to
-Tounding (TPY, wg/md) /X
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2. ’1Introduction

’ pEbAsco_Services Incorporated (ESI) presestation incloded_considerstiossv:
conceroiog cost and en;ineering dats releted to Selective ﬁatalytic Redoction '
(SCR) at toe ﬁo;kshop on‘SCR Coﬁtrol Technology and Cogeneration’?acilities,
dated January 22, 1987. | o | |

- 'The presentation responded to several_of the guestions posed'by the New Jersey :
Department of Environmental Protection (DEP) and New Jersey Department of

Comherce and Economic Development in their invitatiomal letter:

The DATA and IhFORMATION given in the presentation was primarily generic, and
pnot vendor specific. Ihe information was. based on published facts and
'_in-bouse data related to SCR cost, emissions, problems associated with SCR

Vand.initial operating experience of & cogeneration plant built by Ebasco. Our
| conclusions revealed that SCR i mot state of the art as of this date because

,of‘limited operational experience and extremely high costs in comparison to

o _resulting emission reduction. -



~1I. Review of Presentation, and Supporting Documentation - Copies of Slides :‘,,"

are attacheﬂ.in Appendix h e

A.

‘NQx Imieeions Summary (Slioes“l and 2)

' These slides demonstrate that water injectionhinto an IM2500 gas

turbine elininetes 75% of the uneontroiled’NOx emission.
Uninjected, 149.9 1bs/hr of NDx_ie Formed; Uith'vater injection,
36.85 1bs/hr is formed; using SCR to a iowest»level of 9 ppm;
7.9 1bs/hr will be emitted to atmospﬁere. The emissions data is
traceable to test programs performed by General Electric Company.
With water injection, the NO eontrol cost is 21¢ per pound per
year (levelized); the additional removal with SCR will cost $5.33 per
pound (levelized), or 25 times the water injection cost. The eost
data is traceable to the SOAR analysis performed for the Energy
Faetorsyxenilworth cogeneration Project eurrentlyiunder development
for Scheriog—Plougﬁ Corporation in New Jersey.v The components of the
high'anoual coSts‘for inatalling an SCR ‘system include a high capital
cost inveetment, loss of performance efficienoy due to high pressure
drops acrose the SCR, & loss of plant aveilability, and»operations

and maintenance charges.

Summary of SCR Costs (Slide 3)

This slide presents a summary of the costs incurred when installing
and operating an SCR system. All coets are quantitative and
traceable to vendor quotations, or engineering ealculations. The

additional_availability loss of 3% is an engineering judgment because

2
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sufficient statistical data does not_eiistQ This value of 32

derating of,availabilityvguarantees’when’SCR'is1emp16yed,byiqéndéte .

“has'been‘quoted by'majorvequipmentvéuppliers to ébascovfdt gas |

~ turbipe based cogeneration plants.

The basis for these'aésnmpinns include potential catalyst failure,

;cofrosioﬁ ahd fouling of downstreanm boiler equipment due to ammonium
= sulfur compounds, water washing requifements to remove tube

»deposits;Vinstruméntation ffpblgﬁé;_and ninor equipment failurg.

Nécessary Utility Opératiqg,Regimens Excluded due to Inclusion of SCR
(slide &) ' |

The informatidﬁ}dn,this slide illusttates limitations imposed on five

'_mbdes_bf»plant operation when SCR is required.

»j 1. Tewmperature Limitations, Variable Pressure Operation

Sékvspeﬁifiéétioﬁ toleranﬁes, mOsﬁ notably the temperétgré,fange
§f'the SCR,‘pafticuiarly_vith sulfur in thébexhaus;,;preVenfs
._,dpergtingbthe plant'to"accepﬁ ﬁigh‘supplemeptary firing
temperatures (t6.1600;f)'dﬁtiﬁé ﬁeak‘steam demand,band variablé
presSuré.- pért‘load'ppération during electric curtailment
;periddb. Ecag‘baiancés £o: an LM2500 piantlindiéaté that
teméé;étureé folldWing'the-auperﬁeater when firing the HRSG to
>1600°F‘can be as high as 1400°F, much tpo:high for SCR
”operatioh; theréfofe,'the,é#épprétor must bé.split to place the‘
.§CR iﬁ:an.500°F zone. Bbwévef, vhen at asfart 1oéd,variable-

3
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,pressure condition on a colﬂ winter day, vhen gas turbine a

: exhaust temperature is low, ‘the SCR zone will be at 520°F vhich

ig too low for SCR. Ihe temperature swings in the SCR zone &re

severe.

The effect of temperature on SCR degradation and poor

performance, as well as the detrimental effect of sulfur bearing

- fuels, is stated in numerous references:

S Be Deposition of Ammonium Bisulfate in the Selective

Catalytic Reduction of Nitrogen Oxides vith Ammonia s by
- Matsuda, Kamo, Kato, Nakajima, p. 51, Industrial and
’Engineering Chemistry — Product Research & Development,

March 1982, Vol. 21, 1.

This artiéle presents research’ﬂata which demonstrates that
catalyst efficlency ‘25 zeduced to values as low as 0Z.
This reduction is 2 function of 503 quantity and in flue

gas temperature.
0il Firing Limitations

The firing of 0il is limited due to formation of 803

.compounds, which cause proﬂuction of corrosive ‘ammonium

sulfates. References include.
a. “Status of NOx Removal from Combustipn Gases™, By A, V.
Slack, p. 7, I. Chem. E. Sympbsium,Series No; 57,_1979.

4
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This article diseueses'emnoniun’bisulfate deposition, and
inﬂicetes‘thet high concentrations of 803 may be formed -

locallybat the catalyst eqrfaee.r

" Chapter 9,‘Handbook’of Air Pollution Technology - 1984.'

Further discussion concerning ammonium bisulfate deposition

and its corrosive effects, is given.

" Nitrogen Oxides Control and Removai,‘by Nojes, 1979.

The problem of formation and precipitation of ammonium

bisulfete (NHAHSOA) is discussed.

Using SCR for. NOx eontrol affects HRSG design, operation,

“by J. S. Davis, G. C. Duponteil Power Magazine, October

'1986, P 60.

~This article mentions problems associated withvammonium

sulfate produciion’which forms when S04 is present.

Part Load Performance

- Operation at part loade reduces the g2s turbine exhaust

temperatnres,‘end SCR zone temperatures. - The effects of low

temperatures are discussed in eeveraivof the aforementioned

references.

726X



4, Bypnss Stack

The bypass stack is located upstream of the HRSG and SCR unit.
If a unit is mandated with an SCRtsyotem;,bpezation in this -
- essential sample cycle mode in emergency situa:ions or steam

cycle failure becomes impoSsiblc.

In view of all'theidocumented>SCR problems, it has been'f‘\
: concluded that SCR places constraints on some necessaTy plant
operating modes, therefore it is strongly recommended to avoid
‘installation of SCR until vendors will be able to specify
- systems which exclude limitation of boiler zone temperatures,

plant loads;'and oil firing periods.

Offsets FrombExisting or New Power Plants (Slides 5;6;7)

These slides present the calculations.vhich support the conclusion
that NOX emissions from 2 combined cycle plant operating with water

(or steam) injection to 42 Ppm are 1ess than either existing OT mnew.

conventional facilities which provide the same electrical and thermal

output.

A oimple conclusion follows: Mandating SCR mnyfcause cogcneration ‘

project Cancellations; &8s & Tesult NOX emissions in New Jcrscy will
" be higher‘than'tney would have been without the SCR mandate_at the

,same'le#el of energy_production. Ihéreforé, water injecte& Bas

turbines are a solution to the NOX emission problem.

77X



E. 'Miseellaneoustacts'and Causes of Concern (S1lide 8)

CAe The,very real concern‘of catalyst supply reliability is
'daddressed in thisveiide.v The catalysts‘contain precious'uetels,
meinly'of inported origin, and due to theilaw_of supply and |
demand, possibly subject to large price increases 1f demand iskr}

,suddenly and rapidly increased due to SCR mandste.‘

B, .ﬁhe DﬁP askedtif catalysts-can’be removed during oil use. 0il1
© can te fired when gas'euppif is‘interrupted, or when‘s gas
‘ compressor ieiis; There can be many changeovers from gas to oil =
in e jeer including sudden unplanned changeovers.‘ -The- SCR 1arge
panel size'nakes‘inpracticel reguiar removal o£ this equipment.
v further,uif annonia 1s not injected during periods of oil use,
.1NOX emissions will stay et a level corresponding to water or
’steam injection.» The SCR therefore serves no purpose In view
' of permit requests for 3, 000 hours on oil fuel, it becomes even
more expensive and lessejustified to require the SCR for‘only

gas firing periods.

" P. SCR Experiences at United Air Liges (UAL) (1st Year of Operation)
© (S1lide 9)

.The manufacturer ofvthe SCR equipment has recently requested that ESI
nake ‘no more public comments regardiug the first year of SCR
operational experience at UAL, because the plant operated at low load

: and 01l fuel only. ESI will comply with this request and not

78X



reiterate the content of fhis slide. ”ISI CDﬁmentsbﬁt the
presentation were intended td answer\éuestions posed by the DEP and
Department of Commerce, and not fault thg nanufactuter, or plant
operations. Ihesé comments ﬁerevﬁade to‘highlight the point thatr
design constraints are made on a gas turbine cogeneration plant‘that
wonld not have to bé made without the SCR. Issdés‘as'td th;,fault
for any problems which havé.bccﬁrted witﬁ>SCR, whether the‘opetaﬁofs,‘
‘designers, or maﬁufécturers, are totally irfelevant.» The problems

- occur due to design constraints that are too rigid.

29X



Siide 10

SUMMARY AND CONCLUSIONS

- The summary and conclusions of the presentation are reproduced, as follows:
o S’ opérafing;experignce with gas turbine/heat recovery boilers 1s very

limited and cannot be considered proveﬁ.aﬁd reliable.

o SCR removes 1/4 the amount of NOX-yollutant§~atA25‘t1mes the cost compared

‘to water injection.

o~ An offset analysis, uhethér compared to generation reductions 6f eiisting :
facilities,‘or‘capacity increase$ of huilding ﬁeﬂ facilitiés, revéals tha;
' gas :urbiqe.goﬁbinéd-gyplg NOX emissiﬁnsvwitﬁ watef iﬁjeétion are 1e§s '
- than conventional plants_%ﬁtéh‘eqtal_pf exceed the requirémeﬁts of 40‘
CFR60 "Federal Staﬁdards’cf Performénce.forlNew Stationary Sources of.Air

Pollution.™

. o Use of SCR prevents operation at 5 critical modes required of a utility

- grade plant..
©  Cogeneration plants ﬁill'expérieﬁce loss of availability with SCR.

o  Capital and annual costs of SCR are extremely high, and may cause

cancellation of viabie cogenerating projects.



LM 00 COMBINED CYCLE COGENERATION PLANT

© BAS FUEL

~ NOX_EMISSIONS
LT o © LEVELIZED
NO WATER WITH WATER  WITH  ANNUAL COST
 INJECTION  INJECTION ~ _SCR  OF NOX REWOVAL
171 PPNV W2 PRV cePPwV
.6 LBS/108 BTU .15 LBS/10 BTU
149.9 LBS/HR 36,85 LBS/HR  $0.ZlAB

& = 113,05 LBS/HR B i
o . .03 LBS/9UBTU $5.33/LB
36.85 LBS/HR 7.9 LBS/HR

4 = 28,95 LBS/HR

NOX REMOVAL WITH SCR 1S 25 TIMES THE COST OF WATER INJECTION
ON A UNIT BASIS o

SCR REMOVES 1/4 THE QUANTITY OF NOX WHEN COMPARED TO WATER INJECTION

o



~ COMPONENTS OF HIGH ANNUAL COSTS FOR SCR

* HIGH FIXED COSTS DUE TO EXPENSIVE CAPITAL INVESTMENT
LSS OF PERFORMANCE DUE TO HIGH PRESSURE DROPS ACROSS SCR
LOSS OF PLANT AVAILABILITY

~ OPERATIONS AND MAINTENANCE CHARGES



- SUMMARY OF SCR COSTS

B LMZ00 COMBINED CYCLE COGENERATION PLANT

CAPITAL INVESTMENT

A. COST OF SCR + INSTALLATION $ 1,206,000

B. PLANT ENGINEERING

C. COMMISSIONING AND TESTING 70,000
D. INCREASED BUILDING COST, MAINTENANCE HOIST

ANNUAL 1ST YEAR COST
A. PERFORMANCE LOSS, 4IN W.C, PRESSURE DROP
155KH | o L » 82,000

B. AVAILABILITY REDUCTION DUE TO AMMONIUM
SULFUR COMPOUNDS DEPOSITION ON TUBING,
~ AND OTHER PROBLEMS | | R
763 HOURS YEAR (3%) 1,000

. OPERATIONS AND MAINTENANCE

A, AMMONIA F® NDX EMISSI N LEVEL

oF . ‘- - 56,000
B, CATALYST REPLACEMENT (ZYVER
INERVALS) | | - 150,000
c. MawoEr | 2,000
D, INSRUENTATION, CAquAn o, TR QUBLE- e
o ‘SHCOTING TUEE WASH - 680,000
€ FRE0 chpRses 150000

g7 X
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'NECESSARY UTILITY OPERATING REGIMENS
_EXCLUDED DUE TO INCLUSION OF SCR

| :f DUCT BURhING TO TEMPERATURES WHICH CAUSE EXCESSIVE‘

- CATALYST TEMPERATURES

© (CATALYST WILL BE DESTROVED)

oL FIRING AT BASE LOAD FOR EXTENSIVE PERIODS

(VENDOR RESTRICTION AT UAL SITE)

V.E‘PART LOAD GAS TURbIhE OPERATION WHEN FlRING OIL

(CATALYST WILL BE DESTROYED)

* STEAM GENERATOR BYPASS STACKv(NECESSARY,INDEPENDENT

OPERATION OF GAS TURBINE AND STEAM SYSTEM)

SeK



OFFSET EFFECT ON NOX_EMISSIONS -

COMPARISON TO OPERATING_GAS FIRED BOILERS WHICH ARE N COMPLIANCE WITH

0 CFR 60 "FEDERAL STANDARDS OF PERFORMANCE FOR NEW STATIONARY SOURCES OF AIR POLLUTION"

25 MW AND 140,000 LBS/HR COMBINED
CYCLE EMISSIONS W/WATER INJECTION

EX
WH

IS
I1C
AT

TIN
H_PRODUCED 4,000 LBS/HR.
75% EFFICIENCY

G INDUSTRIAL BOILERS

_ONLY_TO_42 PPMV

136,85 LBS/HR

.15 LB/10° BTU

X538

NOX IS EXPRESSED AS NO,

10.67 LBS/HR

. LBS/10% BTU

NET
RFGIONAL

NOX
IMPROVEMENT_

EXISTING UTILITY CENTRAL
STATION BOILER-TURBINE
PLANT REDUCING QUTPUT BY

S MW AT 10,750 BTU/KWH

53,75 LBS/HR  27.57 LBS/HR

.D LBS/105 BTU



~ QFFSET_EFFECT ON NOX EMISSIONS
COMPARISON TO NEW_BOILER AND_GENERATING PLANTS,
DESIGNED TO LEVELS EXCEEDING 40 CFRE) REQUIREMENTS
o GAS FIRING |

25 MW AND 40,000 ‘BS/HR = NEW INDUSTR® AL~ NEW UTILITY L |
- COMBINED CYCLZ ~ ~ ~ BOILERS, PROVICING - STEAM PLANT ~NET REGIONAL
~ EMISSIONS WITH 4ATER 10,000 LBS/{: AT PRCDUCING 25 MW NOX

~ INJECTION ONLY TO 4Z PPMV ~  _ 80% EFFICIiNCY AT 10,500 BTU/KWH ~ IMPROVEMENT

X9

36.85 LBS/R . 5.0 LB/ 3Z8LLBS/R 0.96 LBS/HR

s w/wobery .10 tes/106 BTU 15 s/ BTU



% MW AND 10,000 LBS/HR
COMBINED CYCLE EMISSIONS
WITH WATER INJECTION

| OFFSET EFFECT ON_NOX EMISSIONS

- COMPARISON TO_NEW_COAL FIRED BOJLER AND EXISTING GAS |

~ 'NOTE: NO SO, EMISSIONS ARE PRODUCED

(ONLY_TO 12 PPMV_

XLE

36,85 LBS/HR

.15 LB/105 BTU

INDUSTRIAL BOILER, WHICH ARE IN COMPLIANCE WITH

10_CFRE0.
,' Lo NEW UTILITY
EXISTING INDUSTRIAL BOILERS  COAL FIRED STEAM PLANT
PRODUCING 40,000 LBS/HR - PRODUCING |
AT 75% EFTICIENCY 25 MW AT 10,750 BTU/KWH
10.67 LBS/HR 1613 LBS/HR
WD s/0b BTy .60 LBs/108 BT

NOX IS EXPRESSED AS Mo,  MWILLOCCWR

NET
REGIONAL
NOX

 |MPROVEMENT

135,12 LBS/HR

PARTICULATE AND 802 EMISSIONS
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'SCR_- MISCELLANEOUS FACTS AND CAUSES OF CONCERN

’WILL THERE BE A RELIABLE SUPPLY OF PRECIDUS METALS FOR o
CATALYST PREPARATIDh°

© COSTS OF FUTURE CATALYSTS; IF A LIMITED PREViOUS METAL

", RESOURCE MUST BE STRETCHED TO SUPPLY MANY CATALYSTS,

ARE UNCERTAIN

'SIZE OF SCR PANELS
AT UAL, 10 PANELS, EACH NEIGHTING 3,000 LBS AND
~ MEASURING 10’ X 11 X 1 CONTROL NOX FROM 42 PPN
70 9 PP REMOVING PANELS OF THIS SIZE WHEN
~ FIRING OIL IS IMPRACTICAL

‘VPOTENTIAL PROJECT CANCELLATION HITH SCR. REQUIREMENT FOR
ECONDMIC REASDNS

ey



b,

SCR_PROBLEMS AT UNITED AIR LINES
(1 YEAR OF OPERATION)

~ CATALYST FOULING AND REPLACEMENT.I

SPORADIC AND UNRELIABLE PERFORMANCE (ABILITY 10 REDUCE -

 NOX DEGRADES), UNIT IS CURRENTLY INOPERABLE

~ CONTINUAL INSTRUNENTATION PROBLEMS AND RECALIBRATION

OF SPAN GASES

,TUBE EXTERIOR FOULING WITH CORROSIVE'FERRIC AMMONIUM

SULFATE, REQUIRING SHUIDONN AND LENGTHY TUBE CLEANING

| BY NATER WASH.,

RESTRICTIONS ON OIL FIRING TO 500 HOURS PER YEAR,
',maﬂg'No,PART LOAD OPERATION. |

‘?SERVICES OF A HIGHLY SKILLED TECHNICIAN ARE REQUIRED

- T0 OPERATE THE SCR UNIT.

DEPOSITS ON THE BOILER BOTTOM, BELIEVED TO BE A COMPOUND
CONTAINING THE CATALYST MATERIAL, HAS BEEN SENT TO VENDOR

- FOR ANALYSIS.

FZ3



© SUMMARY AND CONCLUSIONS

'SCR REMOVES 1/4 THE NOX POLLUTANTS AT > TIMES THE
~ COST COMPARED TO WATER INJECTION

'1 AN OFFSET ANALYSIS, NHETHER COMPARED TO GENERATION

| . REDUCTIONS OF EXISTING FACILITIES, 0R CAPACITY INCREASES

OF BUILDING NEW FACILITIES, REVEALS THAT GAS TURBINE
COMBINED CYCLE NOX EMISSIONS NITH WATER INJECTION ARE
* LESS THAN CONVENTIONAL PLANTS WHICH EQUAL OR EXCEED
THE REQUIREMENTS OF 4) CFR6) “FEDERAL STANDARDS OF

PERFORMANCE FOR NEW;STATIONARY SOURCES OF AIR POLLUTION.”

n USE OF SCR PREVENTS OPERATION AT 4 CRIT]CAL MODES
o REQUIRED OF A UTLLITY GRADE PLANT

-VANNUAL COSTS OF SCR ARE EXTREMELY HIGH, AND SEVERELY
ERODE THE RETURN ON INVESTMENT FRON COGENERATION PROJECT )

ONE YEAR OF'OPERATING EXPERIENCE AT'THE'EBASCD BUILT
"UNITED AIR LINES PLANT REVEALS VARIOUS PERFORMANCE
PROBLEMS OF THE SCR MODULE. | |

| PCOGENERATION PLANTS NILL EXPERIENCE LOSS OF AVAILABIL]TY
B NXTH SCR,

A VERY POSSIBLE‘CANCELLATTON OF VIABLE COGENERATING
PROJECTS CAN RESULT WITH AN SCR MANDATE



SUPARY OF RECENT INFORFmTION
 REGARDING THE EAST COAST OZOKNE |
- ATTAINMENT STRATEGY ‘

Based on 1nformat10n regarﬂlng indirect NO 1mpacts on amblent air quallt) due to
"~ NO_ emissions from cogeneration facilities} and comments from NJDEP and other
"representatlves at the October 22nd hearing on the NO  control issue, it is our
impression that the NJDEP is focu51ng on the ozone noﬁattalnment problem as the "
.rationale for reducing NO emissions. It appears as though NO. is being considered

an ozone precursor of the®same importance as volatlle organic substances. The
.>follow1ng comments are offered on thls matter.

1) °  The hortheast States for Coordlnated Air Use Management is studylng
~-.a phase in of a regional cap on the Reid vapor pressure of gasoline’
which is considered to be the only short term control measure
available for ozone reduction. ThlS regional cap is considered to

be: 2 more cost effective meesure than- stage II at- the-pump controls
(ln51de DL - January 2, 196/) ’

S 2) "EPA is consideriné a2 mational voletility standard because the_
~higher vapor pressure of gasoline in the marketplace is causing

.evaporative emissions that are the prime cause of ozone pollutlon-
’;(ln51oe EPA Septe Ser 2/, 1983)

3) " A recenf model;ng study, (Oxldent hodellng ‘in the New York .

- +  Metropolitan Area Progect) hes™ 1nolcated that the NY hetropolltan
- Area is not "hely to attaln com llance with respect. to ozone.
“levels without z regionel approach to the problem. .Due to, the

fact that the isortneest Corridor is thought to be a contiguous air

- ba51n,kthe control of precursors in New Jersey may not achieve the.

desirec reduction in ozone levels within the state due to the .~
’51gn111cent transport of ‘ozone. and ‘ozene precursors 1nto the state.

The above 1nformatlon suggests thet the control of small NO_ sources is not'

unlversally felt to be an effective epproach to resolv1ng tﬂe ozone non—attelnmert
problem on the east coast.
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envirosphere company

ADw-sicng EBASCE EE2v:CEE INDORPORATED
160 Cruw Ave'ue wndnws' NJOTOT1 ' -(231‘)’460-_6500
b “<ELA o -~ October 14, 1986
. - 65-8
oeT 18 e L eense

:~1Mr Thomas Micai-
'NJ Department of Environne1t31 Protection
. Bureau of Air Pollution Controel - Rm 1110
‘Labor and Industry Building
‘John Fiteh Plaza
Trenton, NJ 08625

| RE: ENERGY FACTORS -
" KENILWORTH COGENERATION PLANT
MINDTES OF OCTOBER 3RD MEETING

Dear Fr M‘ca

'Attac ed 1s 8 summary ‘of 1rportant ite ¢ discuesed dur‘ng the October Brd"
‘meeting on the abové referenced projec: with you and Dy Janowski, 1If.

any corments or questions er;e' cn these iters, please contact me at
201- L60- 6é98.-r : , :

‘Very truly yours.

.-Zfbcu£;~u4a£f/ ﬁi%?hé_JEDL

Frederick B Pope 11l
Supervising Scientist

FBE:imk
ce: Neﬁﬁnkalar-eibaaqc

J Keerber = EF
T Jancwski - NIDEF

< _:3- Wmam:w
% ¢ch°’L_$ e I(L/=;//,
PresceT s:*n,a._s'

g



| | | MINUTES OF MEETING ON OCTOBER 3RD
AT TEE NJDEP OFFICE IN TRENTON

‘Attendees : . . !

-

T Micei = NJDEP
T Janowski - NJDEP
"F B Pope = Ebasco
8§ Eber - Ebasco :
R Kostgl =~ Energy Factors o >
J Korber = - Energy Factors
T Weil = Energy Factors

Items of importance that were discﬁssed,during the meeting included:

- the ownership and operation of the proposed cogeneration plant
should be clearly spelled out in the applicstion to distinguish
this facility from the existing‘facility at Schering., The
source is not subject to PSD regulatione;

the pe.uit applicaticn should not address emissioas from the existing
Schering boile' that will be utilized only under peak conditions,

- the normethane and methaae hydrocarbons should be distinguiahed
in the hycdrocarbon em‘sa.Oﬂs.

-« the modell*ng of corceﬂtra.ions should start &t the Schering prcpe"t\.

line. (Thie ruling was changed tc the leaged property 1ine by
T Janowski in an October 6 phone ccﬂversaticn).

- the ISCLT model ghould be uged along with joinmt frequercy date frc-
“Newerk @irport to estimate annual 1mpacts, ‘

- the bdackground PQllUvant 1eve¢s should be selected as the highést
velue measured over the lgst 3 yea:s at proximate.stations;

- the noncrit eria pollutant impacts should be presented In the permit
»applica:ior._

= the a‘r’qual‘ty modelling should be performed for psllutant exissions
in excess of 50 TPY; ' : :

- the bﬁildiwg cenfighratiOns Bt Schering ghould be presented as

supporting inforna:*on in the use o the 15C,nodel in the down wash
mode. v ’

- the Stace of Art Review (SOAR) in Subchapter 8.4b (the demoqstrated

advances in air pollution control) requires that the use of selective

catalytic reduction for NOx control only be exarined for mpplicability
based on cost, If the cost of controlling NOx emigsiong 1g the range
of $2-4/1b of NOx removed, the DEF will requive the use of SCR. 1In
computing the cost of SCR, O & M costs, penslties In performance &nd
‘energy cost escalation over a 13 year lifetime, in addition to equip-
ment ¢ost at a rveasconable fixed charge rate a¥e sllicwed among other
reescnable congiderations. : ' o :

yx
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'E7 BB1ET EHERG)

F.7/14

FSOAR reviex ior co and KC removal need not be COnsidered for this plant'

lnd

.~ the NJIDEP curren:ly raquires 2 50 day review period for the approvnl

of non-PSD permits starting from the time of submittal,

V,fstv



N
1 e e - et e et hd

ABO Ghubb Avenye. Lynghurgt Ny o7

.‘R

S 1,%2.198° 8137 BT

EBASCO $ERVICES INCORPORATED R EBASCO
(201} 460:1000

-

Detober 30, 1985
019486

Hr ‘Ihmu A Migad

- NJ Depersment of fnvitenmental Protection

Bureau of Air Pollution Control ~ 2nd floar
401 B State Street

Trentnn. New Jersey DB623 .

" ENERGY FACTORB ~ KENILWORTH COGENERATION

PLANT - PRELIMINARY MODELLING FOR
UILDING DOWNWASH CONDITIONS

. —
)

Deaar M: Mindii

As pPer pur npreezent a: an Octobsr 3rd mesring in your office, I an forwarding
prelirinary modelling results for the propesed cogeneration facility. The

request for this modellling demonstretion was made by Dr T Juchnowski at the

meatang guch that the modelling procedures could be reviewsd by :he'Ageﬁcy
prior £o the subzitial vf an applicatieon for a permit. The informatier

presented in thiz sranszitial should be veviswed aleng with the anelysis fo*>

building eavity dmpacys s.bmitted fox :cview on Qeczodr 13, 19B¢€.

As per Ty phone sorversation with Du uchnumsk

I anticipate ﬂiecuss ing theae
proccdures and resulss with the §

WIDEP during the week o! November 3rad,

- Thanlk ycu fer your ccnsidergtior in this MATLET.

 Vary truly yours,

;Ezi*‘:;“‘*ﬁf /(ﬁ /{;z;<>;2237

- Frederick D Pope IlI
Supamvi sirg Ecientist

FBYimX |
- ee: T Juchnowski = NJDEP ¢ ; ‘ !
T Main = ~ Envircaghere
File
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FRCTORS ,"»c.&_ Popg‘_ |
(m' EE J(komu'll

enviospherecompany lﬁerﬁiﬁ&ﬁﬁrespohdence'

10
 FROM.

SUBJECT

- DATE ‘November 10, 1988 ﬂLEﬁEF #182-35
X Ki’l);klia , : OF‘ICELOCATIDN ", Clay Ave.

T _Popé Z3 ~ e | OFFCELOCATON

ENERGY FACTORS - KENIILWORTH COGENERATION:
BLANT = AIR QUALITY EVALUATION -

Cn October 13th and 30th I sent correspondence to the NJ Department of

Environmental Protection regarding the results of preliminayy calculations

for building cavity effects at the leased property line and for preliminsry
-modelling estimates under building downwaeh conditions, Commants on our

ctlculations and modelling were wade by Mr J Rees of the NJDEP in a phone

conversation on Nevember 6th., Itews of importance discussed by Mr Rees

in chis conve:sn:ien includa the followin;x

1)
2)

»

4)

3

6)

n

'Delpitc the fact that sulfur dioxide enigpaions will be belew
- 30 TPY, an evaluation of this pollutant will be required;

The cavity caleulations shegld be examined at the lesward-
downwind side of the Scherinj bulldings as well;

Cavity impacts should noct be extropolated to snnual imsacts.
Only downwash computer modelling (ISCLT) should be used

- to estimate annual concen:rations~

- A onc hout guideline for ni:togan dioxide i:pacta of 480

ug/m° should be addressed;

The agen:y cannot determine at this time 4f sequentisal
{hour by hour) modslling is xequired; '

1f the Elizabeth Leb monitor is not’consider;d a puiteble

indication of background NO, levels for this project,

then more detailes regarding this determina:ior ahould be
given; and

Calculations that ehow the limitsd influencc of the proposed

gas turbine building on the re‘ea:e fron the 50 £t stack should
be prcvzded. ’

To 154 P\C-to
. SENT PER REQUEST OF

: katﬂ-ltt. | 522

76X
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- Iten 1 tggreaonts a changa in the policy eatablished at the p:otocol mee:ing“:
on Oc¢tober 3rd, Items. 2 and 7 are not & concern based on our svaluation,

- Item 5 involving & decision by the DEP after the application aubmit:al has
the potentisl to cause a 10 day additional work efforte,

Euviroaphara is eur:ently working on tha project and anticipates submitciag

the perzit spplication and supporting demonetzaticns to th‘ asancy by o
Dacember Sth. ,

' FBP:nk

gct A Letizie
- T . Main
"D Rackel
File

7%
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- . December 3, 186

Hr Thomas A Micaw
New Jersey Department of Envirnnmenta1 Protectaon
- Burgau of Adir Pollution Control R
- 401 E State Street - 2nd Floor ' .
Trenton, NJ 08625 ‘

RE EF KENILNDRTH NG, :

- KENILWORTH COGENERA JON PLANT
- APPLICATION FOR PERMIT TO CONSTRUCT
AND OPERATE NEW EQUIPM;NT

A Dear Mr Micad:

- Please f1nd enc1osed the air permit application and supporting information
required by the NJ Departmert of Environmental Protection for the proposed
Kenilworth Cogeneration Plant. The information requests and evalustion ,
precedures for this atr contzmination source were developed at an October 3rd

- meeting 4n your office, and were modified to comply with the subsequenti re-
~Quests made 1in phone converrations by Messrs Juchnowski and Rees.

'V.Piease note that po11utant concentratﬁcns have been estimated 2t the EFKI
~ leased property 1ine within the Schering property as per your instructions,
. despite the fact there is no separate property ownership and that there
~exists total control of pubiic eccess within the Schering complex. The
secondary 24 hour standard for sulfur dioxide (260 ug/m35 has been used to
demonstrate c0mp1iance wtth st andards even though the application of wel-
fare concerns are Questionilo th an industrial envircnment (and the
',,seCOndary 802 stanaarc nas veec oropped by the US Environmental Protection
Agency). In addition we have investigated impacts caused by sulfur dioxide.
emissions even-though the emission rate is less than 50 TPY, and the ermis-

sion of sulfur dioxide {s only associated with 11m1ted cOndittons of oil
firing (up to 1600 houre per year) ,

B This submitta1 is composed of three separate attachments. &s foTIcw :

‘0 Attachment A - App\vcatﬂon for Permit to Construct and
, ~ Operate Equipment (for the cogeneration
~ plant and a 175,000 gal. oil storage tank).

[ Attachment B - Afr Quelity Evaluation; and
[ Attachment C - State of Art Review for Pollution Contr01
- En¢losed is 2 che'k 7 51.009 00 which covers the Base Fee of $280.00

~for the cogeneration plant source and the o1l storage tank source, and

~ the Modeling Ana1ysis Eva1uation fee of 5500 00 for the cogeneration p1ant
source, | ,

1\":'»M- ]'“ ['\. r:‘ |\‘,:-

l...nuul./-..u : Sl

v

4@1! Strm Sutte 1000, San Dseoo Catifornia 821014219 Te! ephona (819) 236.6800 Teiecopier (819) 235~ :me
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¥r Thomas A Micai
Page 2 :
December 3, 1986

EF Kenilworth, Inc. requests that a meeting be scheduled as soon as the =

NJ DEP has completed the initial review of this submittal to ascertain

any additional concerns, Please contact Mr Frederick Pope of Ebasco

Services Incorporated (201-460-6498) to arrange this meeting and to answer

:gytﬁggsgiggs concerning the submittal. Thank you for your consideration .
atter. : SRS o g

Very truly yours, .

C o £

John M Koerber
- Project Manager

MK :BJP

99X



LD E